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Preface 


This book finds its genesis in the bewildering pattern of Austra¬ 
lian economic events extending from the early thirties to the post¬ 
war boom years. I have long felt that there has been a need for 
a study interpreting the economic changes in recent decades, and 
this work has grown out of the varying conditions I have noticed 
while growing up on the land in Australia. Questions such as the 
causal factors to rapidly changing rural prices, the effects of 
government policies like tariffs and marketing, the reasons for the 
remarkable shifts in both the wages and availability of rural 
labour have all been frequently asked, but very infrequently 
satisfactorily explained. I hope that this study will help to answer 
questions of this nature, and through clarifying the problems 
facing rural Australia, in many respects may act as a guide to 
policies most helpful in facing future economic changes. 

It is extremely difficult to acknowledge adequately the debt I 
owe the many people whose help and advice have made this work 
possible. The research for this book was undertaken at the Agri¬ 
cultural Economics Research Institute, Oxford University, and 
l am grateful to all the Institute staff for their advice and interest. 
Apart from my family, I am particularly indebted to the late 
Professor A. W. Ashby and Mr Colin Clark. Professor Ashby, 
when Director of the Institute, was most helpful when this work 
was at the planning stage. Mr Clark, through his specialized 
knowledge of Australian conditions and sympathy with the 
problems I sought to solve, helped me to get at the core of the 
economic factors involved. In fact his continued reading of the 
manuscript in its various stages of development and many hours 
of discussion on the subject in no small way enabled me to reach 
a point where general conclusions were possible. At the same 
time, however it would be unfair to Mr Clark to suggest that 

bo k resp ° nslb e for re ^soning and conclusions within this 


University of Melbourne, 

May 1955. 


Ian Shannon. 
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PART I 


The Australian Rural Scene 




CHAPTER 1 


The Growth and Purpose of Australian 

Rural Production 

1 x Australia the size of the national income has always depended 
upon the economic conditions within the rural industries. In 
addition to supplying practically all the food requirements of the 
population, through the export of rural staples Australia has be¬ 
come an important trading nation receiving capital goods and 
general manufactured articles from abroad. In earning overseas 
currency to pay for imports, the rural industries have been at the 
corner-stone of economic development, for practically all import 
requirements have been purchased by the productivity of the 

On examining Australian economic expansion from an historical 
angle the extreme importance of the rural industries can readily 
be seen. Not only have booms and depressions been conditioned 
by pastoral and agricultural prices, but seasonal conditions, 
through influencing the quantity grown and exported, have also 
been a barometer to national income and economic growth. 

During the years immediately following the first settlement at 
bydney in 1788, the challenge of rural production expressed itself 
as a means of survival since the dependence on a twelve thousand 
mile supply route covered by sailing ships frequently precipitated 

?"°d scarc «y in the tiny colony. By selecting more suitable 
land further away from Sydney after crops had failed when sown 

growing S 10W , e , Ver u ma " y ° f the associated with 

diZ ed / d n- 0Ca ? became less P ressin S and attention was 
directed towards producing goods for export. This policy of export 

production-which after a few years helped to found 7 the wool 

mfnt P ursued . for l . 1 two reasons - “ the first place, parlia- 

Wats on the 0 ” gaVe ,! fS b ’ essin S fo the Ending of New South 
Wales on the assumption that it would be a paying pronosiHon 

kUfin“t^o n birds P ^* C o 0l0ny ; SeC °" d,y ' ‘^ official attitude of 
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Yet the earliest exports were not particularly successful. Flax, 
timber and coal were exported in the closing years of the 
eighteenth century but failed as a paying proposition because of 
the long sea voyage and readily available supplies of the same 
goods in Europe. The products of sealing and whaling sold much 
more readily and by 1800 were the most important exports; in 
fact, the enterprise failed through high profits which led to the 
unrestrained slaughter of all the seals and whales around the 
Australian coast. 

Although attempts were made to export other products, by 
1820 it was generally agreed that wool offered the colony greater 
opportunities than any alternative. Not only was the demand for 
wool increasing in proportion to the rapid growth of the British 
textile industry, but having little weight in relation to value it 
readily bore the cost of a long sea voyage, while the sheep them¬ 
selves could be grown extensively with little labour on semi- 
cleared land. These possibilities were foreseen as early as four 
years after the original settlement by John Nlacarthur, who intro¬ 
duced a merino strain excellently suited to the Australian environ¬ 
ment. So, following the discovery of a way through the Blue 
Mountains in 1813, sheep numbers multiplied quickly on long 
well-watered plains of the interior. 

In fact, sheep growing expanded so rapidly in New South 
Wales in the early period of the nineteenth century that succeed¬ 
ing governors experienced great difficulties in curbing the power 
and rule of the squatter kings who frequently tended to take the 
law into their own hands. 

In the 1850’s, however, after the pastoral society had opened 
up huge tracts of land and largely won the day against official 
and penal colony interests, extensive gold discoveries diverted 
political attention to new problems, and, after a while, shifted 
economic growth on to a broader and more balanced plane. With 
the lure of easy wealth to be won from gold, labour left farm 
and station to go to the mines, and immigrants arrived in thou¬ 
sands from overseas; indeed, the attraction of fabulous wealth 
proved so inviting that in the ten years to 1860 the Australian 
population increased threefold and left in its wake problems of 
food production with little farm labour. 

Until the time when the gold rushes evoked an explosive in¬ 
crease in the Australian population, wheat growing tended to 
stagnate under the weight of poor organization and primitive 
methods. The challenge of labour scarcity on farms was largely 
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solved by the invention and introduction of a stump-jump plough 
and a harvesting machine (Ridley’s Stripper), both of which were 
ideally suited to Australian conditions: the problem of feeding the 
many extra hungry mouths was overcome when new land, more 
suitable than that previously cultivated, was opened up in the 
Colony of South Australia which had been founded a few years 
previously. When, at a later stage, improved wheat strains of a 
type more suited to the climate were introduced and superphos¬ 
phate fertilizer developed, both the total production and yield per 
acre expanded to put the wheat industry on a sound export basis. 

The collapse of the gold boom with the exhaustion of many 
fields again changed the temper and direction of productive 
expansion: instead of serious labour shortages came the blast of 
unemployment and demand's for land or jobs in commercial 
activities. Governmental policy—which was still bent on reducing 
the power of squatter kings—inclined towards settling surplus 
labour as farmers on selected areas of graziers’ lease-hold sheep 
stations. Although this system of land settlement led to a rather 
vicious conflict between squatters and selectors, except perhaps 
for the continued social distinctions between sheep-men and 
wheat-men, its aftermath left little long-term effect compared with 
the policy of protection canvassed in Victoria. 

David Syme, proprietor of a Melbourne paper, the Age, saw in 
a protectionist state an opportunity of expanding industry and 
employing redundant labour from extinct gold fields, and largely 
through his untiring efforts Victoria adopted a tariff in 1866. 
Although other colonies remained anti-protectionist, with the 
creation of the Commonwealth in 1900, the free trade sympathies 
of the landed interests were politically impotent against the con- 
stant onslaught of the Victorian ideal, and Australia adopted a 

nffiX ? bCy aS f a ? c !P ted reaIit y in ^e relatively short period 
ot eight years after federation. r 

* h vi f i° r *u he rapid growth of a parliamentary labour 
party, it is unlikely that protection would so readily have^become 
a constant aspect of the commercial landscape IndTpS 

extemaHm VuTln ^ e 1890 ’ s low export prices and dwindling 

SSrfStt sskwes £ ate 

todESSr"* gave 51631 impetus to the k*** ££ 
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The strong labour movement which sprang up overflowed into 
the Commonwealth political arena with federation, and the pro¬ 
tectionist case was assured following an uneasy alliance between 
commerce and labour to extend and strengthen the doctrine of a 
high tariff wall. 

In the second half of the nineteenth century, however, protec¬ 
tion policy was more of a subject for political and intellectual 
debate than an accepted means of changing the productive pat¬ 
tern of Australia. During this period the healthy foundations of 
a young country’s growth commenced by wool growing and 
mineral discoveries were consolidated and extended. With con¬ 
stant experimentation wheat growing became more suitably 
adapted to dry farming techniques; beef and fat lamb production 
expanded in importance when the invention of refrigeration in 
the 1880’s initiated opportunities of meat sales abroad. Since Land 
became relatively more scarce farming practices were intensified 
in many regions, as, for example, with fruit and vine culture \yhich 
grew following the spread of irrigation and settlement in higher 
rainfall areas. Meanwhile greater internal consumer demand 
absorbed the larger portion of production increases, for popula¬ 
tion rose from an estimated 400.000 in 1850 to over four million 


by 1905. , T , ., . 

In many respects the economic importance of John N * a ^ a *- th ^ 
faith in merino wool and the gold rushes can be matched by the 
1914-18 War, for it lies at the pivot between a simple tradi g 
society and a more mature economy. As is well-known, impo 
from traditional overseas suppliers were cut off and expo 
especially wool-supplied the Allies with essential raw matemls. 
Commercial activity changed in the direction of incrasmg; mdus 
trialization at home and schemes were introduced to conteol the 
marketing and price of the chief export staples; and in general 
these ideals have continued to exert a strong influence on Aus¬ 
tralian political thought. ,. f pr0 nomic 

With post-war popular opinion supporting a pohey o econom 

nationalism, a new fariff in 1920 introduced a ^stem of h gh pm 
tpetion Existing import duties were increased substantial y 

protective coverage spread much wider to include W mdu - 
tries like steel which had grown up durmg the wan But the ettects 

^Tdus'trir feP^ent upon selhng 

increase 
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in demand gave incentive to expansion in all branches of economic 
activity. 

During the twenties many schemes were introduced to extend 
the range of rural production. Financial assistance in various 
forms was either stepped up or granted towards the production 
of sugar, wine, meat, tobacco and rice, etc. Meanwhile total 
output was raised through the subdivision of large estates, the 
construction of irrigation works and railways, and, with advances 
in farming techniques, the opening up of new land as the margin 
of cultivation shifted back. Although some of these schemes in¬ 
creased the scope of profitable enterprise, it is easy to see thirty 
years after the event that many mistakes were made. For example, 
as shown in Chapter 3, wheat farmers moved beyond the mar¬ 
ginal fringe; dried fruits grown on new irrigation blocks could 
not compete in price on the British market against similar goods 
grown in the Mediterranean; the price paid for land used in sub¬ 
division was too high and the blocks themselves too small. 

The general upward trend in production and consumption 
levelled off in 1927 and ceased in 1928, for even before the crash 
in 1929 prices of goods entering the export market began to fail 
and farming became progressively less profitable. The situation 
deteriorated early in 1929 with a heavy fall in wheat and wool 
prices on world markets, and when over 80% of a loan floated in 
London was left in the underwriter's hands, opportunities of 
covering imports through overseas borrowing abruptly ceased. 
At the same time, as import prices fell less and more slowly 1 
and because the volume imported was slow in reflecting the 
depressed internal conditions, the balance of payments fell into 

and°r, S Followin S in the wake of decreasedVxport incomes 
and curtailed overseas investment, purchases of goods and ser- 

SinS*Th re V1 ° Cn ? y c H rta,Ied in Australia, causing unemployment. 

work itroduZi° yed mUCh leSS they threw <*hers ™t of 

r;^rh°f n rdiv^e S r rn ,ction of demand and “s 


1 Index of Import/Export Prices: 

Year 
1926/27 
1927/28 
1928/29 
1929/30 
1930/31 


B 


Imports 

Exports 

100 

100 

93 

107 

90 

99 

90 

77 

82 

57 

Bruce Report, 1932. 
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The Scullin Government made a futile attempt to close the 
trade gap by growing more wheat, and as it considered Australian 
unemployment resulted from an excessive volume of imports and 
immigrants, took steps to stop both. In 1930, the Commonwealth 
Treasurer, Mr E. G. Theodore, (of all Australian politicians-or 
economists—the most far-sighted at the time) introduced two 
bills to raise effective demand, but as any inflationary measures 
were against the spirit of the period, both bills were rejected by 
the Senate. On the invitation of Mr Scullin, Sir Otto Niemeyer 
(an adviser to the Bank of England) arrived in July 1930 to cure 
the depression; he suggested, and the various governments under¬ 
took to balance their respective budgets, that overseas borrowing 
should cease and that the volume of public works be contracted. 
Against Sir Otto’s advice a free exchange rate was introduced 
later in the year through the instigation of the Bank of New South 
Wales and in December 1931 the rate was pegged at the present 
figure of £A125 to £stgl00. Alternative plans included a policy 
of debt repudiation by the Premier of New South Wales, Mr J. T. 
Lang, and a project instituted by Mr Theodore of reduced interest 
rates, expanded bank credit and increased public works. Unfor¬ 
tunately, the latter plan was rejected by the Senate and the banks. 

In the end the so-called Premier’s Plan was adopted in 1931. 
Its main provisions included a reduction in wages, salaries, pen¬ 
sions, rents and interest on government bonds of approximately 
203; increased taxation; and lower interest rates on deposits and 


QclVtlDCGS , 

Still, all this was before Keynes’ General Theory exploded 
upon a traditional society: in the present light of our simple 
knowledge that to maintain employment demand must remain 
effective, it is obvious that most of the schemes were severely out 
of line with prevailing economic conditions. Unemployment in¬ 
creased after the adoption of the Premier’s Plan, reaching a high 
of 303 in the second quarter of 1932; and indeed recovery only 
began when confidence and demand expanded with a rise in 
export prices. However, as the Commonwealth and State Govern¬ 
ments were committed to policies including balanced budgets and 
strict economy all through the thirties, even at the outbreak ot 
war in September 1939, 103 of the workers were unemployed. 

Imperial Preference and the growth of financial assistance to 
rural producers were expanded, clarified and strengthened in the 
depression decade; and over the years these have influenced both 
the profitability of rural enterprise and the output of various 
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products one against the other. Although the United Kingdom 
gave Australia a measure of protection for exports such as fruit, 
sugar and wine after 1919, these items covered only a small portion 
of total Australian overseas sales; and it was not until 1932 that 
preference was recognized in a codified form as Empire policy. 
Domestic financial assistance in one way or another was granted 
or extended to practically all production except wool, and this in 
conjunction with Imperial Preference helped expand output in 
many smaller rural industries. 

After the outbreak of the Second World War many of the 
economic problems associated with the depression years were 
quickly solved or replaced by others of an opposite nature. Unem¬ 
ployment became much less pressing following opportunities of 
working in munition factories or joining the armed forces, and 
many people moved out of agricultural and pastoral production. 
Between 1939 and 1942 the number of male persons permanently 
engaged on rural holdings declined 20% and this exodus largely 
resulted from two influences. In the first place, many people on 
the land vividly remembered the heart-breaking conditions of 
the depression years and were glad of a chance to escape from 
it all. Then secondly, except for wool, most rural production was 
burdened with continuing surpluses and a shortage of shipping, 
so the future looked much brighter in the rapidly-expanding 
secondary industries. 


But the entire aspect of rural production was radically changed 
when Japan entered the war: in most cases chronic surpluses gave 
way to grave deficiencies as supply lines shifted to the Pacific 
and population in Australia increased with the arrival of Allied 
servicemen. The availability of wool and wheat was not severely 
aflected except for greater shipping difficulties, but following 
shortages in manpower and fertilizer combined with new and 
vaned tastes, supplies of vegetables, meat and dairy produce be- 

SCarCe * ** “Mation^demanded 

stalled pknnmg this was rarely achieved, for not only was food 

policy directed by two Commonwealth departments ( Commerce 
i" d SuI !P' y > u " U1 19 ^- production was in the hands of the 
'^he Salaxy of sub-departments and sectional interests 
fimstrated co-ordinated planning and: "In particular, the division 

HnuXfn bU 7f b T!f n ■ the Commonw ealth and the States con- 
bnually forced food administration into the political arena with 

*e result that every civilian shortage, every organizational imner 

fecbon, and every unpopular decision were exposed to the full 
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glare of publicity, and were made the butt of criticism by inter¬ 
ested parties.” 2 

Although latter policy was to divert manpower from industry 
and the forces to agriculture, with over-full employment the labour 
problem remained a limiting factor to expanded output while 
continued shortages of machinery and fertilizer aggravated the 
situation. Above and beyond all this, price control of many rural 
products restricted the competitive position of the farmer, and 
in combination with increasingly less efficient resources, rural 
production became more arduous and exasperating as the war 
progressed. As a result, with the aid of a terrible drought in 1943 
and 1944, output of crop and animal products tumbled. 

Farmers and graziers expected improved conditions in the 
immediate post-war years but the position remained difficult. 
Many returned servicemen showed no disposition to return to 
rural life, and with government policy directed towards an expan¬ 
sion of secondary industry, materials as well as labour remained 
scarce. Actually, in the post-war era: “The remarkable fact is not 
that agricultural production did not increase particularly fast, 

but rather that it increased at all.’' 3 

Since the war the Australian economy has been influenced by 
remarkable, unexpected, and uncontrolled changes. Over the last 
few years the demand for goods and services has moved forward 
in gigantic strides owing to an inflation of spending power to - 
lowing fantastic wool prices, a policy of mass immigration and 
huge development schemes. In the earlier post-war era, because 
supplies were not available from overseas or the dollar shortage 
restricted the area of purchase, many commodities remained just 
as difficult to import as during hostilities and the increase 
spending power-which received a considerable injection from 
servicemen’s deferred pay and gratuities-became concentrated 
on scarce Australian-produced wares. Now, since an expansion of 
total productive capacity is limited by a shortage of extra workers 
once full employment is reached/ domestic supply during recent 
years has been unable in many instances to increase in Proporhon 
to monetary demand; so, following relaxations in rationing and 

E Ronald Walker: The Australian Economy in War and Reconstruction , 

Australian Primary Producdon V m Austrian 
Production at the Crossroads, Angus and Robertson Sydney 1952 2^ 

4 The introduction of a forty hour week soon after the war "as gnu 
economic error for it reduced Australian productive capacity. 
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price control/' 1 prices have risen to equate new higher demand 
with relatively constant supply. 

At the same time, because the basic wage system fixes minimum 
pay in real terms, increasing prices have sent wages soaring by 
at least an equivalent amount; and as rising wages produce 
another money demand increase, prices have followed suit to 
send up wages again. 0 Thus the spiral of inflation has turned, and 
the race between rising prices and wages has only been braked 
because some demand from inflated pay envelopes has leaked 
away in taxation, savings, imports and the like. 

Largely as a result of government policy and inflation, the 
trend towards a greater diversification of rural production 
achieved at such great cost in the inter-war years, has unfortun¬ 
ately contracted. Because practically all agricultural and pastoral 
products except wool have been kept at artificially low price levels 
on the domestic market or exported at contract rates, the profit¬ 
ability from investment in most rural enterprise has declined 
relative to secondary and tertiary pursuits. The table on the follow¬ 
ing page shows that wool has been the only product where prices 
have kept well ahead of costs in recent years, and since the indi¬ 
vidual or corporation with money to invest tends to seek a line of 
production showing the highest profit consistent with risk factors, 
capital investment in many branches of rural enterprise has been 
insufficient to raise output in proportion to population increases. 

The strains on the domestic economy in the last decade have 
also caused considerable changes in international liquidity. 
Although the balance of payments was in a strong position in the 
last years of hostilities and early in the post-war period, largely 
as a result of two influences Australia has recently shown a marked 
propensity to be in constant deficit In the first place, as shown 
in Figure 4 on page 82, the margin of any increment in national 
income used for purchasing imports rises rapidly after full employ¬ 
ment. Therefore, in the last few years, there has been a tendency 
to spend an increasingly greater percentage of the national income 
overseas. Then secondly, the real effectiveness of tariff protection 

th^wir >ITI ^ inUdl J e ?i mark f d foUowin S greater relative rises in 
the price of domestically produce d goods to imported alternatives. 7 

'Urfe!! 0 ? COn ^° l re . tained on some essentials; thus productive resources 
0 regi °f ° f JBrcatest profit-in non-essential activities 
1946 wage in Sydney more than doubled in five years after November 

ye^’Sr i S5 a l P SrJ^ 0r ba w^T ateriaU) r0se mi ta O' 6 

g iow/54. In the same period import price index rose 63*. 
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RATIO OF PRICES RECEIVED FOR VARIOUS PRODUCTS 
SOLD TO PRICES PAID FOR ALL ITEMS: N.S.W. 

Base. 1945/46 = 100 
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to their impact upon the volume of production in the various 
segments of the economy. Within the short historical analysis in 
this chapter we have seen how the attitude of political opinion 
and governmental action expressed itself on the productive pat¬ 
tern whether the occasion was associated, for example, with the 
first settlement, the gold rushes and their aftermath, or related 
to the depression and the last war. 

If Australia had been developed under truly laissez-faire con¬ 
ditions we may safely assume—in relation to present day produc¬ 
tive capacity—that secondary enterprise would be much less 
advanced and the volume of primary production would be greater. 
Although the existing balance between primary and secondary 
industries is a more desirable blend than the alternative associ¬ 
ated with laissez-faire , government policy should' be carefully 
geared to allow both sides of the domestic economy to advance 
together. For instance, since a protection policy increases the 
profits in secondary pursuits and lowers profits in industries de¬ 
pendent upon export prices (through increased internal costs), 
if the tariff wall is too high, manufacturing will expand at the 
expense of rural production. Since most rural industries in Aus¬ 
tralia have a greater real productivity than practically all manu¬ 
facturing (if this were not the case there would be no need for 
general protection), should tariff ideals be pushed too far, the 
real national income must fall. In fact, over the one hundred and 
fifty odd years of settlement, national income has been maximized 
by exporting goods (rural products) to cover payment of those 
imports whose real costs of production in Australia are excessive. 

However, it may be stated in passing that this may not always 
be so. The future is dim and unpredictable: deposits of mineral 
resources may be discovered; new revolutionary productive tech¬ 
niques may be introduced; or even alternatively, expanding popu¬ 
lation and the reorganization of industry may, in time, shift the 
balance of real productivity on to the side of non-rural activities. 
All the same this is only a conjecture and in the absence of any 
concrete knowledge of future trends, present truths are a better 
guide to any eventual situation than romantic ideals or Utopian 
visions. Nevertheless it is necessary to consider two points in rela¬ 
tion to Australia s future expansion; the recent discoveries of oil 
and uranium have led to hopes for a rapid expansion of cheap 
manufactunng activity in the economy, and though this may not 

PP e o n, f a Iar ^e part of the continuing pressure on the balance of 
payments could perhaps be assuaged. 
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The discovery of uranium in Australia at the dawn of the 
atomic era has produced considerable interest in its use as an 
alternative means of power and energy. Since energy from atomic 
fission is unlikely to be cheaper than that available from present 
day sources, it is doubtful whether any immediate benefit to the 
cost structure of Australian industry could result. Even if this 
should be so the effects on the balance of payments may well be 
rather different. If the total amount is large enough, a healthy 
export trade may eventuate, which could well be the fairy god¬ 
mother of Australian international solvency, but as the quantity 
available and prices obtainable are veiled in secrecy, it is impos¬ 
sible to state categorically the eventual position. All the same, 
if Australian deposits are a large portion of world deposits (the 
available information suggests this is not so), and if the great 
powers do not use atomic warfare to exterminate each other, 
then some of our conclusions in the latter part of this book could 
demand re-appraisal. On the other hand, it is impossible to make 
concrete assertions without factual information and we will not 
consider the influence of uranium discoveries in this work. 

The recent discovery of another fuel, oil, opens the possibilities 
for a new field of expansion in Australia. If the oil finds are 
sufficient to supply Australia’s own needs, the immediate benefit 
will result from a substitution of domestic production for imported 
petroleum products. In other words, Australia could save about 
.£A 100,000,000 yearly on imports (the cost of present petroleum 
imports), and overseas currency earned from exports could instead 
cover some other imports. Or alternatively, expressed in a slightly 
different manner, the need to increase the volume of exports 
would not be so pressing, as the demand for imports would not 
be so consistent. Oil imports are only one tenth of total imports, 
however, and in a world where the price of Australian exports 
may change both profoundly and quickly, if the balance of pay¬ 
ments is to be kept in order with the changing pattern of world 
prices without import restrictions and the like, the volume ot 
exports and international reserves must remain as high as possible. 
Of course, sufficient oil may be produced domestically to enable 
Australia to become an exporter, but at the time of writing the 
odds against this type of gamble appear, to say the least, rather 

,0 In relation to Australian industry, as there is no apparent reason 
to expect the price of Australian oil to be cheaper than imported 
oil (cif. price), there is little source for speculation about a 
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declining domestic cost structure. Because the Western Australian 
oil discoveries were made by an international monopoly, the 
price in Australia will be set by an overseas firm at a rate which 
will maximize profits. It may be safely assumed that this will be 
just below the Australian c.i.f. import price. All the same this is 
only surmise; there may be no large scale finds, and in any case, 
it is unlikely that Australia could become an oil exporter in the 
foreseeable future. 

Therefore we can conclude that Australia will depend upon 
rural products to finance overseas payments unless uranium finds 
are considerable and extremely valuable. In the long run, with 
an expanded population and a sensible growth of manufacturing, 
costs may come down through larger scale production and a 
broader pattern of production to mitigate the dependence on 
imports. 

However, this is concerned with very long-term developments; 
we shall find, as we proceed, that to allow Australia to achieve a 
largely self-supporting position in the long run, rural production 
must be increased in the shorter period. The growth of manu¬ 
facturing is a desirable aim; we will not be concerned with that 



years ' ^ 

figure: i 

COMPOSITION OF AUSTRALIAN EXPORTS: ACCORDINO TO PERCENTAGE VALUE OF 

SEVERAL PRODUCTS. 
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aspect in this book. Our contention will instead be to question 
the method and rate at which this expansion has taken, and is 
taking, place. 

The chart on the previous page shows the general composition 
of Australian exports. Since wool, wheat (and flour), meat and 
butter have been of major importance in determining the total 
Australian export income, we will consider each of these indus¬ 
tries in the remainder of Part I. Through our inquiry in the next 
four chapters we should be in a position to gauge the effects of 
government policy, and by dint of this exposition, be able to 
determine how a general economic policy may affect various 
enterprises in different ways. Traditional literature on this sub¬ 
ject considers the export industry as a single unit, and suggests 
that all induced changes in the export or rural industry work in 
the same direction. One of the more important aspects of this 
work will be to throw a measure of doubt upon this generalization. 

Exports other than rural products are of little importance in 
relation to the total value of goods sold overseas. The most 
important products in this category are from the primary extrac¬ 
tive industries, and in recent years exports of silver, lead and zinc 
have been around 40% of the total value of non-rural exports. 
Although we shall make little or no reference to these exports 
this is not to disparage their importance but only to keep this 
work within finite length. Actually, with growing short-term un¬ 
certainties concerning food exports and the doubtful long-term 
future for wool, non-rural exports are of growing importance. 
Since most of these products are primary extractive raw materials 
and compete against similar exports from other nations, it will 
be apparent from our analysis in Part II that the general effects 
of government policy are analogous to those on rural industries 
expending high proportions of labour and capital costs to total 
costs. In Australia, as a generalization, we may say that the conse¬ 
quences of government policy act in a similar direction on non- 
rural primary exports (other than uranium) and rural exports 

apart from wool. 



CHAPTER 2 


The Wool Industry 

T he production, manufacture and use of wool is comparable 
with only one other branch of economic activity, for as the 
wool trade is essentially associated with the removal of protective 
covering from sheep to supply a form of clothing for man, the wool 
and fur trades are alone in having these fundamental similarities. 
Although this shifting of coats from beast to man is as old as 
human life itself, certain aspects of this type of activity evoke 
unique differences compared with most other rural production. 
Moreover, as Australian wool exports over the years have been 
about 40% of the value of all exports, it should be particularly 
profitable to consider the factors which influence both the supply 
and demand and thus determine the price of raw wool. Through 
an appreciation of these characteristics we can form a foundation 
more consistent with reality than many, on which to base our 
considerations of government policy. 

Pure raw wool is a generic term referring to the fleece of sheep, 
but as the sheep themselves and the climate in which they live 
may vary considerably, wool is of very many types. For general 
purposes raw wool may be broadly classified into merino, cross¬ 
bred and carpet grades, although in actuality there may be 
abundant variations within each as well as overlapping at the 
margin of substitution between the grades themselves. In the 
British market wool is usually graded and typed according to 
the fineness of crimp: in this case 60s quality and above are 
merino; 40’s to 58’s are crossbred, and anything below 40’s is 
carpet. Although this gives a good first approximation, many other 
factors have to be taken into account to determine the value and 
u^e of a particular lot of wool. These alternative aspects for con¬ 
sideration mclude the strength of the raw wool fibre, its uni¬ 
formity and diameter, handle or feel, surface structure, colour 
and crimp. Some of these characteristics may be correlated, but 
“ &*** var »ation with sheep breeds (also within a breed 
JrS}’ °{L a Slngle f. hee P) and environment; and this in turn 

e^1^ lffiC v Ul “i SeUmg aS a standa «-dized type or lot. For 
example, when wool was purchased by the British Government 
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under appraisal in Australia during the Second World War, there 
were 1,500 classified types. As a result it is impossible to sell raw 
wool in large amounts by specification or sample, and those who 
suggest the present methods of sale should be abandoned do not 
take into consideration the peculiar nature of the wool fibre itself. 

For sale in Australia and most other large producing countries 
wool is displayed in various lots (which have been classed by 
growers to be fairly even types) by selling brokers in their stores. 
The selling brokers work as commissioned agents for the wool 
growers, and wool buyers, who are specialists in their occupation, 
act as agents for different woollen mills and seek the type of 
wool demanded by their clients at the lowest possible price. After 
inspecting and pricing the various lines of wool displayed in the 
selling brokers’ stores, the wool itself is sold at auction sales by 
the wool-selling interests to the buyer who offers the highest price. 

The method of selling wool is important; for not only has it 
been under attack in recent years from certain quarters, but it 
has, as we shall see in Part II, an important influence in deter¬ 
mining wool price changes following variations in Australian 
exchange rates. In regard to the peculiar nature of raw wool, 
however, auction sales have many advantages, and if any changes 
are warranted they are within the present system of marketing 
and not towards a substitution to some alternative. 

Each type of raw wool has an optimum use for a particular 
manufacturing process and the fabrication of a well defined class 
of products; and as the value of the merchandise within the 
various product groups is usually at variance, so is the price of 
the different types of raw wool used. Raw wool is utilized in 
making many wares, but we may classify the whole manufac¬ 
turing aspect into four distinct functions. Firstly, there is the 
worsted process which is associated with the production of tex¬ 
tiles suitable for suits and coats. The completed worsted product 
is the most valuable of all woollen goods, and finer merino wools 
which are the most suitable raw materials command a relatively 
high price. Secondly, there is the woollen process, the product of 
which is used for hosiery and knitting garments, and raw wools 
used in making this type of manufacture include crossbreds, 
strong merino and worsted trade rejects. Usually the price of raw 
wool most suitable for woollen production commands a lesser 
amount than that used in worsted manufacture. Crossbred wool, 
which is important in the woollen process, is a by-product of 
meat sheep; so variations in mutton and lamb prices may cause 
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the supply and price of crossbred wool to change. Moreover, as 
some woollen process yarns are often used in worsted manufac¬ 
ture and, because woollen and worsted products compete with 
each other on the apparel market, changes in the numbers of cross¬ 
bred meat sheep may cause variations in the price of merino wool. 

Wool is also absorbed' in felt making and industrial purposes. 
But these activities usually employ inferior wools. As 80% of the 
Australian wool clip is suitable for apparel manufacture, wool 
utilized in these two latter processes is of much less importance. 
In felt manufacture strong wools are used, and the products of 
this category include floor and industrial felts, carpets, hats and 
caps. Industrial activities absorb the most inferior wool types for 
diverse purposes like filter manufacture and furniture padding. 

The price spreads between various wools used in the above 
four manufacturing processes are not static but change with 
varying economic and other conditions. For example, following 
increased real income beyond a certain point, consumer demand 
for woollen clothing goods shows more elasticity than for blankets, 
ca ^ >e 5 s anc ^ Iike i with the latter, when the purchaser has 
sufficient he is apt to be satisfied for a considerable period. With 
a further expansion of real income worsted clothing has greater 
utility than woollen, so the demand for worsted products increases 
relatively. Since each type of wool has an optimum use within 
a certam manufacturing process and, as the price spread between 
the products of each process may vary following changing con¬ 
sumer demand, the money spreads between the raw wool types 

change with shifting levels of real income if other things remain 
the same. 1 & 


wnnS» ke ma 7, sta P ,e foodstuffs such as wheat, the quantity of 
woollen goods;* consumed shows considerable variation with 

Qounf r" nabonal inoome and between different income 

income eLsH aC h, ° f .f® stuJies on this subject show the 

ran unl l ^fu demand for wooIlen o'od.ing as being greater 
- mt y. so Wlth a given incre ase in income, the use of woollen 

Che tnT'thJ-i™" SC"!? m0rket “T 85 " P rob “% ™»fn 

wools may '"a'" Cy ,3”“* betwe<;n better and inferior 

may do otherwise If inrwic A W °m rCt ? mcome > the percentage spread 

developed” TOunWes^,h“T Tr T? tacome * “^ned to ”nndcr- 

relative to thereto' ^ * for in,<!nor wools wffl P™bnbly expand 

etheSs^Jl^j ” e tal!en “ 0,1 “PP“ re > Seeds made from wool unless 
• The concept of elasticity is explained in an Appendix on p. 139. 
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clothing varies in the same direction but in greater proportion. 
In a study during the early thirties 4 covering the budgets of 
salaried employees and workers in Europe and U.S.A., the expen¬ 
diture elasticity co-efficients for all clothing were greater than 
unity in eighteen out of the twenty-one samples. This conclusion 
has received general support from more recent analyses of the 
pre-war income demand situation; in a sample of twenty countries 
Dr Cerda Blau 5 found countries with the lowest real income per 
head had the lowest per capita consumption of wool, 0 although 
in each case the winter climate was severe. Another careful study 7 
shows that, in a sample of fifteen various consumer-locality 
budgets in U.S.A., all except three had an income elasticity of 
demand for woollen clothing above unity. In addition, large urban 
populations (Chicago and New York) had the highest elasticity 
in relation to a given income, while large towns used more woollen 
clothing per capita than smaller. 8 At the same time income elas¬ 
ticity of demand for woollen apparel wear was greater than for 
other forms of clothing. 

In contrast the price elasticity of demand for raw wool is usually 
much less than unity, so with a given fall in price, the increase in 
quantity demanded is not su fficient to arrest a contraction in total 

Family Expenditure-A Study of Its Variation, by R. G. D. Allen and 
A. L. Bowley, London, 1935. 

r> “Wool in the World Economy ', Journal of the Royal Statistical Sodefy, 
Part III, vol. cix, 1946. Correlation between average real income per head 
and average per capita wool consumption in 20 countries was 0- <9/ _ O-utM. 
(cf. F.A.O. World Fibre Survey, 1947; correlation between real income 
per head and major clothing fibre consumption in 25 countries, 1934/JS 

was 0-82 ±0-068). .. , . 

c With the exception of U.S.A. In this case the deviation possibly due to 
the prevalent use of motor transport and central-heated houses combined 
with the elfects of a wool tariff (latter increasing price spread between woollen 


and other clothing). 

7 “The Pre-War Demand for Wool" by F. B. Horner in the Economic 
Record, vol. xxviii, no. 54, May 1952 (M.U.P.). 

8 Shows woollen clothing expenditure increasing with urbanization 
Perhaps this factor results largely from sociological aspects; for "J® P 

the urbanization, it is likely that greater proportions of increased incomes 
are spent on the purchase of a larger variety of clothes. Owing to price 
differentiation between woollen and other clothes (accentuated > 
tariffs and cotton subsidies) woollen clothes are a semi-luxury so 
greater substitution to wool with increased wealth In the same 
Dr Homer found that in the U.K., income elasticity of demandI in^oridng 
class budget data (1937/38) was 1-29 for aU clothing other than footi 
and for public officials (1938/39) was 0*98. 
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amount paid. This results largely from raw wool being a raw 
material in an extensive manufacturing process: with variations 
in raw wool prices the amount demanded by clothing manu¬ 
facturers does not change much, for raw wool costs are only a 
small portion of total manufacturing costs. 9 In other words, when 
raw wool prices double, the retail price of woollen goods should 
change by a much lesser amount; for instance, if raw wool costs 
are 10 % of retail prices, a 1002 increase in wool prices gives a 102 
rise in the retail price. In fact, variations in the quantity of woollen 
goods demanded result much more from changes in consumer 
income than from alterations in the price of the raw material. 

The position may be more complicated in a dynamic world for 
numerous reasons. Firstly, price elasticity of consumer demand 
may be non-existent in the short period with a rise in apparel 
prices which is not considered permanent, for clothes are post- 
ponable purchases: and conversely, with a fall in the price of 
woollen goods short period demand could be extremely elastic 
for there may be a contagious buying mania and this could be 
acute if future prices were expected to be considerably higher. 
Secondly, in periods of increasing real income, manufacturers 
(and others) often make an increase in raw wool prices the 
scapegoat for an expansion in profit margins. This movement is, 
however, partly offset by mass produced clothes sold in retail 
chain stores in countries such as Britain and the United States, 
these farms tend to keep prices equal and' constant with their 
competitors (price-lining), and compete by alternative means 
such as advertising (oligopoly). All the same this is only a part 
of the totel apparel market and. in general, clothing prices often 
expand more than raw wool price increases warrant. 

texhW- 35 many W °° llei ; firms are of oligopolistic structure, 
evolT«S^if r t C0nstant for moderate variations in the trade 

Zt a etZ 1 ? 1 Ch r ges in * 6 priCe 0f raw w ° o1 the manufacturer 

fibres in an «L° r J f f ser amou «J of reclaimed wool and synthetic 
_bres in an attempt to keep selling price constant. 10 Probably the 


^ ___ Probably 

^ 8 S°f woo, clothing price, and fotu.S.A. l« ^939 "* ° f "" W< ’° 1 

« ,0 “W 1 * ^ price-lining use. The 

chosen depends ZZ die dmm'nl " Wllh secon <h file method 

conditions, they Z“uT k t[eZ° mOTOp ° ly C ° ntr ° ! ' “ d 
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prevalence of this practice is accentuated by the non-existence of 
satisfactory raw wool future markets and because fibre composi¬ 
tion labelling is not a general practice. Actually, fibre substitution 
by manufacturers rather than consumer responsiveness gives 
raw wool most of its price elasticity of demand. (This infers that 
composition labelling would increase raw wool price variations.) 

These unstable influences are reflected back to the grower 
through all sections of the trade and often movements are exag¬ 
gerated by speculation, inventory policy, the rate of interest and 
the current international situation. So although the quantity of 
raw wool in demand may be fairly constant over a year or so, 
variations in expectations may cause considerable price fluctua¬ 
tions both in daily and extended market periods. 

The over-all demand for wool at any particular time is largely 
dependent upon real income levels. But as raw wool costs are 
only a small portion of the total cost of woollen goods at the retail 
level, any variation in income demand or other influences can 
cause large shifts in raw wool prices without changing the retail 
selling price very much. In other words, with an increase in the 
demand for woollen goods the manufacturers, in the scramble for 
greater supplies, can offer quite high prices to obtain the quantity 
they desire; and conversely, with a fall in consumer demand, it 
is difficult to sell all the raw product if the supply of wool remains 
constant, and as a result, the price falls heavily. If the supply o 
raw wool were changed in proportion to alterations in demand 
some of the price variations would not occur-but in the real 
world the supply is remarkably constant. We can distinguish five 
factors which influence the supply of raw wool, and as they help 
us to understand the growers productive process, we shall con¬ 


sider each in turn. .. 

In the first place, changes may occur in the productive capac y 

of both land and sheep. Factors which influence the carrying 

capacity of a given area of land are in the nature of varying pas ur 

age with seasonable conditions, and the long-term physical pro- 

ductivity of land as influenced by farm management and the 

prevalence of pests such as rabbits. The fleece from an individual 
sheep will vary with changing conditions like disease and fly 
strike. However, as these effects are not usually national, and less 

likely to be international, although output ma >’ cha " ge ““‘r so 
ably in a given area, the world supply of wool will not alter so 

much Moreover, as far as the world supply is concerned, produc- 
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tion stability is often maintained by good seasons in certain areas 

offsetting adverse conditions in others. 

Secondly, in many parts of the world including the Australian 
pastoral areas, alternative use of sheep country is restricted, so 
growers tend to keep sheep numbers constant with variations in 
wool prices. This factor is also influenced-with falling wool 
prices—by the grower’s reluctance to sell sheep which years of 
breeding have made most suitable for a particular locality. In 
Australia, although merino sheep numbers may change in higher 
rainfall areas with alterations in wool prices relative to alterna¬ 
tive products, and, as we shall see in Part II, through varied labour 
and capital costs, this movement (at least in the shorter period) 
does not affect world wool supplies to any degree. In the better 
areas most sheep are crossbred and wool is a by-product of mutton 
and lamb production; but as mutton and lamb prices are rela¬ 
tively constant, the supply of crossbred wool tends to vary even 
less than merino. 

Thirdly, there is a time lag between the grazier’s decision to 
increase production and the actual variation in wool output; the 
gestation period of sheep is five months and it is at least another 
year before a mature clip is available. This factor inhibits rapid 
short-term production expansion more than any other, especially 
in merino production areas where the lambing percentages are 
usually low. 

Fourthly, as the price of land (rent) in merino sheep growing 
areas of Australia is a large portion of total costs, 11 interest or 
rent costs—which are fixed in terms of money—are often a large 
portion of the gross farm income. Following a fall in price, as 
the absolute amount of grower’s income devoted to paying interest 
increases, there is a tendency towards extending production in 
attempts to cover the fixed charges. Thus this aspect is conducive 
to a higher output with lower wool prices. 

Finally, greater production—in wool pastoral areas particularly— 
is severely limited when considered in the longer period. Any 
temporary gain from larger numbers is liable to be offset by greater 
losses in the next drought if the process is carried too far; not only 
is there a greater percentage loss of stock, but the physical pro¬ 
ductivity of the land is ruined by over-grazing. As a result, large 
increases in production to cover interest costs when wool prices are 
low are neither in the growers’ or the national interest. 

Althou gh each of these five factors contributes to production 

11 See p. 29. 


c 
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stability when considered alone, in aggregate the change in world 
wool output is likely to be even less in the short period, for changes 
in the volume of output in one direction are liable to be offset by 
an equalizing opposite movement. Of course it must be remem¬ 
bered that these influences only operate in a period of a few years: 
over longer periods wool supply may vary in an upward direction 
through many factors including technological improvements and 
the relative profitability of wool to other rural products. Wool 
output can be restricted over a period of years if growers become 
insolvent and abandon production or change to some other form 
of farming—for example, raising beef cattle. 

The percentage yearly change in world raw wool production 
in the thirty-four years from 1909 to 1943/44 was very low, for in 
twenty-nine of these years there was less than 52 variation, in 
four years the shift was from 52 to 102 and in only one year was 
the change greater than 102. 12 As would be expected, the fluctua¬ 
tions in Australian production were somewhat greater in this 
period: in ten years the change was under 52; in fifteen years the 
variation was between 52 and 102, and in nine years over 102. 13 
Nevertheless this range is very moderate when compared with 
most other forms of rural production. 

Combined with production stability is the policy of wool 
growers and selling brokers to “Sell and repent but sell ”, and this 
keeps market supply very constant no matter what the price. In 
the fourteen years from 1925/26 to 1938/39, Australian end-of- 
season stocks as a percentage of annual output were less than 
32 in ten years and never more than 72 14 ; and this has been the 
general case with all exporting countries with the possible excep¬ 
tion of Argentina and Uruguay. 

To summarize this section, we may state that as the ratio of raw 
wool costs to the retail price of apparel goods is very low and, 
as changes in real income may cause greater than proportional 
movements in woollen clothing expenditure, shifts in consumer 
demand cannot be counteracted by raw wool price variations to 
keep total consumer sales constant. Therefore the demand price 
for raw wool may vary considerably; and as demand switches are 

12 Dr Gcrda Blau, ibid., p. 189. Crossbred wool production fluctuations 
were even less than merino because wool sheep are in areas more prone 
to drought and meat prices tend to be more stable than wool prices. 

13 r. R. McMillan: "Organized Marketing for Wool" in supplement to 
Economic Record, vol. xxv, 19-J9. 

14 Dr Blau, ibid., p. 196. 
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not offset by changes in supply, the full effects of any alterations 
in demand are reflected in price fluctuations. 

In fact raw wool price fluctuations show considerable move¬ 
ments over both short durations and extended periods. For in¬ 
stance, in the twenty years from 1919 to 1938, the intra-annual 
price fluctuations were greater for wool than any other commodity 
except rubber. For merino wools the year’s highest price exceeded 
the year’s lowest by at least 38% in half of these years, while for 
crossbred types, the change was over 60% in four years and greater 
than 44% in ten. Wool prices were also next to rubber in showing 
the greatest movements in year-to-year average annual prices, 
and as with the intra-annual variations, the fluctuations for cross¬ 
bred wools were more than for merino. 15 

We shall now turn towards an empirical study of world wool 
production and marketing, and this should give emphasis to the 
theoretical conclusions we have been drawing in this chapter. 
At the same time, to show how variations in wool prices may also 
be affected by other than truly economic motives, we shall examine 
some of the political influences which have disrupted the wool 
trade in recent decades. Since we shall concentrate our attention 
on the situation as it has affected Australia, we should be in a 
position to understand more fully the place of wool growing in 
the economy. 


From the 1840 s until about 1875 there was a rising tendency in 
Doth merino and crossbred wool prices, and this upward move¬ 
ment was associated with a similar trend in the price of all raw 
materials. With a fairly stable increasing demand, Australian 
production of greasy wool expanded rapidly as new lands were 
rawn into use and farm practices became more intensive- for 

ove“S ^ 1875 leased 

wTrd rT’.V a! 1875 ! he pnce of aU raw materials showed a down- 

espedahvln ** in merin0 prices was severe, 

1902 w„ the i 890s - crossb red prices fell even more and by 
1902 were lower than in any other period in the 100 years ending 

often coXTng nnv ^ side - tha -Lding and 

rate of mfrino shlep” 

15 ^ Gerda Blau, ibid., p. 212. 1 " - 
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eration in the 1880’s acted as a huge stimulus to crossbred meat 
production in the New World. Still, with the turn of the century 
the long-term raw material price cycle showed an upward move¬ 
ment, and even crossbred prices, although fluctuating consider¬ 
ably, followed the trend. 

It is probable that after the upheavals associated with the early 
English Enclosures, only two events have severely ruptured the 
established tradition of the world wool trade. The first was the 
combined effects of an extension of wool production into the 
New World and the European Industrial Revolution; the other 
and much less obvious was the changes which came with and 
after the 1914/18 War. Although all nations—with the possible 
exceptions of Spain and some Arab States—have recovered from 
the consequences of the former, the effects of the latter are 
becoming increasingly apparent. In fact three factors initiated 
through the disruptive developments of the First World War have 
produced an enduring change in the world wool business. In the 
first place, as the Axis powers were blockaded their supplies of 
raw wool ceased, so with the stimulus of a huge demand pressure 
in Germany, synthetic fibre production changed from an interest¬ 
ing novelty to a commercial reality. Secondly, with the break¬ 
down of the gold standard and sterling, the era of general tariffs 
and import controls was ushered in. Lastly, the omnipotence of 
laissez-faire marketing was challenged and, in certain periods, the 
price mechanism of the unrestricted free market has been cur¬ 
tailed or restricted. 

In the First World War, although the economies resulting from 
assured supplies at constant prices were a great inducement to 
bulk-buying, the Imperial Wool Purchase Scheme—introduced for 
the purchase of Australian and New Zealand wool in November 
1916—would probably never have been evolved if other events had 
not forced the issue. With a severe drought in 1914 the Australian 
clip fell approximately one-seventh; increased demand for beef 
lowered South American sheep numbers; Japan and U.S.A. in¬ 
creased raw wool purchases considerably; and as there was a 
danger that British war requirements would not be supplied, 
coupled with the possibility of Axis imports, opposition was disre¬ 
garded and the Australian wool clip was bought until June 1920 
at prices about 55% above pre-war levels. 10 __ 

ig In 1917 South African wool was included in the scheme which operated 
until June 1919 for that country. 
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As the demand for both meat and crossbred wool (for military 
clothing and equipment) was very great during the hostilities, 
crossbred wool production increased along with a decline in 
merino supplies. But after the war, as the need within Europe for 
fine wools was considerable owing to pent-up demand, the price 
of merino wool at the London market rose over 100% in the year 
ending April 1920. Actually the boom period was very short for 
not only was European demand over estimated, but the huge 
war-time stocks plus the reimposition of the U.S. tariff caused an 
equally sudden market collapse, and this was most severe for 
crossbred types. The increased supply of crossbred wools— 
although inevitable with the changed pattern of world mutton 
and lamb production over the last half century-was accelerated 
by a temporary inflated demand during the 1914/18 War, and 

ever since the early twenties fluctuations in its price have increased 
with ever-widening range. 

As the U.K. Government had a huge accumulation of over 2 5 
million bales (at the time greater than total Australian annual pro¬ 
duction) and the selling market was unsatisfactory, the British 
Australian Wool Realization Association (B.A.W.R.A.) was 
formed in January 1921 to dispose of these stocks. This organiza¬ 
tion (owned by Australian wool-growers) was the first attempt at 

pri n e COnlro1 thr0Ugh variations ™ the quan- 
month]v P M d ‘ i k allocations of B.A.W.R.A. wool were fixed 
y li! he A VO Un l e vaf y ,ng Nvith the quantity of "new-clip” wool 
sold by the Australian National Council of Wool-Selling Brokers 

nd the market price position. Market conditions remained de- 
pressed durmg the initial period of B.A.W.R.A. sales, and the Aus- 

of a 8d n peTrTn 6 "^ a I"* imUm Pnce f ° r Wooi at a flat rate 
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17 Dr Gerda Blau, ibid., p. 219. '-■ 
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many) wool prices showed an upward trend in the three years 
ending 1925 and all B.A.W.R.A. stocks were sold on this market. 

This price rise was regarded optimistically and sheep numbers 
grew in all areas except Western Europe; world production of 
crossbred wool expanded with buoyant meat prices, and as the 
increase within the great exporting countries was accompanied 
by a decrease in domestic clips of nations traditionally dependent 
upon foreign supplies, an expansion in the volume of world trade 
resulted. 18 

Although there was a price decline after 1924, wool growing 
remained relatively profitable in Australia, for until 1929 the 
average annual price was never less than 16d. per lb., and in the 
1928/29 season, rose to 19Jad. Following a general improvement 
in breeding associated with a relative production expansion on 
better land, the Australian wool clip increased considerably: in 
the last five years of the twenties gross wool output averaged nearly 
30% above the average of the first half of this period while the in¬ 
crease in sheep numbers was only 15%. 

The era of profitable wool growing came to a sudden end with 
the Wall Street collapse in 1929, and as the demand for raw 
wool is a dependent variable on the level of consumer s real 
income, the fall in wool prices was much greater than for most 
raw material commodities: the price index of all raw materials 
dropped 32% between 1929 and 1933, but the index for merino 
wool fell 54% and the crossbred price decline was 60%. This 
adverse movement was reflected in the average price paid to Aus¬ 
tralian wool producers; in the year ending June 1929 the price was 
161-id. per lb., but in the 1931/32 season returns had fallen about 
50% to 8Jid. Prices remained low through most of the thirties, and 
although the Sauerbeck Index shows a rather erratic recovery after 
1932, the average Australian price per lb. of greasy raw wool for 
the decade was only lT8d. 

It is probable that only the most efficient Australian graziers 
grew profitable clips in these years as the average cost of produc¬ 
tion per lb. in the thirties appears to have been in the vicinity of the 
average receipts. There is a great shortage of information about 
graziers’ costs, but reports by three commissions show interesting 
results. The earliest, a report by the Commonwealth Wool Inquiry 

is Although exports from the La Plata Republics were reduced, the average 
exports from 1920 to 1929 were 10$ more than the average from 1909 to 
1913. (Australian exports expanded 18$ in the same period.) I.I.A., World 
Trade in Agricultural Products, Rome, 1940, p. 432. 
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Commission of 1932, assessed from a sample of 668 medium to 
large sheep runs that average cost at the point of sale was 9Md. 
per lb. (excluding all interest), and working expenses 10 were 71% 
of the total. The Payne Report of 1939 assessed the average cost at 
point of sale to be 8-8d. per lb. (excluding all interest) after an 
examination of 460 Queensland properties and gave working 
expenses as 67% of this total. A Royal Commission in 1940 on the 
Pastoral Industry in Western Australia calculated from returns of 
177 sheep stations that average costs (again excluding interest) 
were 8-3d. per lb. and working expenses 61% of this sum. When 
interest charges are included, the average costs in all reports 
showed a large increase. In the first, interest on borrowed capital 
was 18-5% of total costs (or 44% if calculated as interest on capital 
invested); in the second, interest on capital invested (at current 
market prices-which were depressed) added 22-5%; in the third, 
interest on borrowed money added 12*4%. 

The high proportion of interest to total costs in the thirties not 
only lowered production efiiciency, but since graziers tend to 
spend quite freely, probably lowered their expenditure more than 
it raised that of the rentier class (i.e. the level of Australian 
effective demand and employment was lower than if wool-growers 
had not been indebted). As high wool prices in recent years have 
made !t possjble for graziers to reduce their indebtedness, they 
use ^ e P resent opportunity to acquire the most efficient 
further ^77° ^ ^ loWCr avera S e Production costs still 

exnort nfnd, h h n T? d n0t ° nly hel P to maintain profitable 

r, 'TP"" 05 ' but at the same «me. would 

As weU ^ T °, d ° mes , Uc demand when leas ‘ desired - 

raw wToI thn h ] r of , reduced real income upon the price for 

>ow demand pnce in the thirties was also due to a 

b°W ° d ' er £aCt0rs> several of which wiU be considered 

JS^‘ en qUOted ' Hawle y-Smoot Tariff of 1931 raised 

as tills tar1ff was duhes . 0n raw ' TOo1 to 34 cents a pound: 

tariff percentegeinthf A 1 " “"I’ "1* fallm g world prices the 
donate increase Thst • mencan landed price showed a propor- 

wool demanded does nU°ext>a’nd Ven the total amount of 

marginal increase was m nd with falling prices, any 

- time, withft? aid” s . case; and 

_____-^_M_Uuf_double-edged protection from hi eh 

' ^ depreciation expenses:- 
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specific duties, competitive fibre and domestic wool production 
expanded. 20 In the later thirties U.S.A. drew much less than one 
quarter of her apparel wool requirements from abroad as against 
almost a third in the mid-twenties, and the reduction in imports 
from Australia was particularly severe. In the five years ending 
1929/30 the average imports from Australia were 34 million lbs, 
while in the three years from 1932/33 the average amount was 
only five million. 

Actually, the percentage of the Australian clip exported to 
America has always shown considerable variation. Discounting 
the rather erratic American buying moods, these fluctuations are 
readily explainable. Firstly, with specific tariffs at a fixed rate per 
pound, free market price changes have a lesser effect upon the 
total amount demanded and, through this, quantity consumed has 
been correlated to an even greater extent than normally with real 
income levels. Secondly, the pre-war American domestic clip 
averaged near 450 million lbs per annum and the additional dom¬ 
estic requirements of about 50 million lbs were imported. Hence 
an augmented American total consumption, from, for instance, 
500 to 600 million lbs (i.e., a rise of 20%) increased imports by 
300% from 50 million lbs to 150 million lbs, and, alternatively, a 
moderate decline in total American consumption likewise led to a 
drastic curtailment of imports. 

As an example of political interference in the wool market the 
clever pre-war German game of bi-lateral bargaining is illumin¬ 
ating. In March 1934, when Germany announced the prohibition 
of wool imports pending the appointment of a Controller (and 
Italy declared that barter agreements were necessary), the wool 
market collapsed. The London April sales were postponed, and 
when the May Brisbane sales showed a huge price decline, Sydney 
sales for the next month were cancelled. Actually, the price fall 
was largely caused by German propaganda which overrated the 
quality of German synthetic fibres so as to conclude a barter 
agreement with Australia favourable to Germany. 21 As a result 
future wool prices were expected to decline, so buyers precipitated 
the condition by postponing immediate purchases. 

20 i n 1938, United States domestic production was 436 million lbs against 
an average of 321 million lbs from 1924 to 1928. (Of course demand for 
mutton and lamb as well as wool tariffs effected this increase.) 

21 An agreement was concluded with South Africa in February 1936 for 
the exchange of wool against German manufactures. 
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The German scheme failed owing to the Australian Govern¬ 
ment's diffidence towards British exporters and domestic manu¬ 
facturers, and consequently there was no barter agreement At 
any rate this decline in price was more than offset after the 
immediate collapse by increased exports to the United Kingdom, 
Japan and Belgium. 

Then thirdly, the depression had most adverse consequences 
upon the French woollen industry. Not only did the world con¬ 
sumption of woollen goods fall in this period but there was a 
general increase in world textile tariffs. The latter factor affected 
the French industry particularly as it depended, as now, largely 
on exports to non-French areas and was therefore outside dom¬ 


estic free trade or the snug group within protected and preferential 
markets. Although there was some improvement following the 
devaluation of the franc in 1936, the French textile depression was 
long and severe, and imports of Australian raw wool never re¬ 
turned to the pre-depression levels. 

Another factor which has influenced Australian real national 
income as well as wool prices has been concerned with Australian 
and Japanese political relations. In the 1935/36 season Japan took 
31$ of Australian wool exports, and in fact, if Japanese demand 
had not increased in the early thirties, Australian wool prices 
would have been much lower than they were. Still, as that country 
was trying to do the same as Britain had done a century before, 
the Lancashire Group took pious exception to this repetition, and 
with the support of the Australian Associated Chamber of Manu¬ 
factures, coerced the Lyons Government into restricting Aus¬ 
tralian imports of Japanese goods in 1936. Since Australia had a 
“ e b . alance «» de with Japan at the time, and in view 
thp 4 n preValen f ce of ^-lateral clearing arrangements, Japan took 

msuh^thw ? ° f re ? icting im P orts of Australian wool. As a 
• . U ? f 1S fact ° r > wool prices declined over 30$ in 1937 and it 
s mtereshng-and at the same time saddening-to see the same 
Uung occurring once again in 1954/55. The immediate effect of 
this type of policy is to cause an expansion of synthetic wool 

in u,e country against whXhe 

Althongh war may result from most diverse factors even the 
most cursory study of history shows that on many occasions armed 
expansion follows commercial restriction It should u • c , 
that Japan would not have gone to 



32 Rural Industries in the Australian Economy 

discriminated against her exports, but policy in countries like 
Australia should be conditioned by reason, and to restrict trade 
with potential enemies can cause the feared conflict to develop. 

Another factor that influenced Australian wool prices in the 
thirties was the Ottawa Agreements of 1932. As far as the Aus¬ 
tralian wool-grower was concerned this Imperial Preference 
policy was distinctly harmful. Firstly, because the United King¬ 
dom traditionally purchased its raw wool requirements from 
parties to the Ottawa Agreements, no increased British preference 
could be given. Furthermore, Imperial Preference restricted the 
sterling earnings of countries outside the group and, because of 
bi-lateral trade methods, non-preference countries were largely 
forced to discriminate against Australian wool. This gave a boost 
to synthetic research and production besides lowering Australian 
raw wool prices. Moreover, as we shall see in Part II, Imperial 
Preference raised wool-growers’ costs; so as a result the Austra¬ 
lian wool industry lost all round. 

Since these varying political moves in the thirties affected and 
distorted wool prices, it should be apparent that the long-term 
evolution to the achievement of stability in raw wool prices is 
concerned with much more than income levels or control of auction 
room sales. Indeed, it should be the policy of wool-growers to 
redress distortion of the types outlined above, as many of these, 
through their effects on the money profitability of synthetic pro¬ 
duction, are of considerable danger to the raw wool industry. 

The wool trade and marketing situation again changed with 
the outbreak of war in September 1939 and within two weeks the 
United Kingdom Government, as a result of agreements concluded 
as early as 1938, announced' its decision to purchase the entire 
Australian and New Zealand clips for the duration of the war and 
one wool year thereafter. 2 - Since the flat price of 10J»d. stg. per lb. 
(13-4 Aust.) was considerably higher than the average of previ¬ 
ous seasons, and owing to the Australian grazier’s patriotism, there 
was little grower opposition to bulk purchase. The contract price 
covered the whole clip, but as raw wool is heterogeneous to an 
extreme, over 1,500 price types were tabulated and each lot of 
wool was inspected, as with auction sales, to fix its appraised value. 

In the first year of the war most of the Australian clip was sent 
to the United Kingdom to supply urgent needs, but as the German 
U-boat plague grew worse, more wool was either stored in Aus- 

22 A similar agreement was introduced somewhat later for South Africa. 
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tralia or shipped to U.S.A. as a strategic reserve. 23 Wool purchases 
by the United States rose considerably and increasing amounts 
of Australian wool were bought 24 as annual consumption rose to 
all-time records of about 1,000 million lbs greasy. 

For 1942/43 and later clips the flat price was increased to 
15*35d. Aust. per lb., and as wool growing took relatively little 
labour, Australian wool production was maintained except during 
drought periods. At the same time, although consumption in¬ 
creased considerably in the United States, Australia, Argentina 
and India, as the Japanese and European markets were lost, 
and because United Kingdom civilian supplies were rationed at 
approximately 65% of pre-war levels, world consumption during 
the war could only absorb about two-thirds of the current supply. 
In Australia, the relative profitability of wool reduced sales of 
sheep for meat canning, and since the Commonwealth Govern¬ 
ment wished to allocate resources to essential production in short 
supply, restriction of wool growing was considered, but with the 
threat of strong grower opposition was quietly dropped (see page 
114 ). 

As a result, after six years of war the United Kingdom Govern¬ 
ments accumulation of Dominion wool was over 3,300 million lbs 
greasy (63% Australian), and equal to about two years’ normal 
consumption.- 5 This huge supply caused considerable concern 
about methods of disposal, and a conference of representatives 
from Australia, New Zealand, South Africa and the United King¬ 
dom in 1945, estimated it would take twelve to thirteen years to 
dispose of these stocks in conjunction with current clips. The 
conference concluded that a United Kingdom-Dominion Wool 
Disposals Limited (Joint Organization) should be formed, in- 
™ r P, 0rat r f. d as a P rivate registered company and given the task of 

h‘ ?irnT.fl’ n “ n i u “ tion w ‘th current clips. All wool owned 
„ r y „ u . nlled Kingdom Government was transferred to the new 

™SSVS.'3 s, xaToSsi” ™ — » 
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To assure a measure of price stability, a reserve price was fixed 
on all wool offered for sale, and this was purchased by J.O. if 
commercial bidding did not equal the level fixed. The reserve price 
itself, although ostensibly secret, was governed by the general 
level of wool prices. Thus with a general fall in prices J.O. stocks 
were to increase: when prices were considered reasonable, selec¬ 
tions from stock were marketed with the aim of reducing fluctua¬ 
tions and decreasing the surplus. In all, the functions of J.O. 
were more complete and wider than those exercised by B.A.W.R.A. 
—especially in regard to the fixing of reserve prices, the control 
of sale and purchase of “new-clip” wool, and the active interest in 
stimulating demand. Actually, as is well known, the J.O. buffer 
stock system did not succeed in stabilizing price movements except 
perhaps in the shorter market period. This was due to the dis¬ 
parity between world supply and demand in post-war years, and 
as raw wool costs are only a small portion of the retail selling 
price of the final products, abnormal prices could be offered in 
the scramble for available supplies. 

The world production of raw apparel wool has increased over 
the pre-war average but the amount grown is less than the high 
obtained in 1941/42. Also, largely owing to droughts in the pas¬ 
toral areas, the limited expansion opportunities in drier regions 
and the increasing profitability of dual purpose sheep, the per¬ 
centage of crossbred wool has increased relative to merino. 
Although crossbred wool production is now at record levels, 
merino supplies are still less than the pre-war average. 

World wool consumption advanced considerably in the post¬ 
war years, and as production did not expand in proportion, excess 
consumption was supplied by stocks accumulated during the war. 


PER CAPITA CONSUMPTION OF WOOL 
1938 and 1949 to 1951 


Europe (ex. U.S.S.R.) ... 
North America ... 
Central and Sth America 
Asls ... •«• ... 

Africa 
Oceania ... 

WORLD AVERAGE ... 


1938 

1949 

1950 

1951 

fgM 

3-1 

3-3 

2 6 

2 4 

3-5 

4-2 

3-3 

0-9 

1-1 

1-1 

0-9 

0-18 

0-13 

0-15 

0-18 

0-29 

0-31 

0-26 

0-26 

4-4 

6 4 

6 8 

5-5 

0 9 

1-1 

1-1 

0-9 


Source: World Wool Digest. 
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It is interesting to note, on a per capita basis, the large increase in 
wool use in Europe and North America which was mainly respon¬ 
sible for the expanded world consumption. Although post-war 
figures of per capita consumption are not available before 1949, 
consumption was high in those years, and with this unexpected 
demand J.O. quickly sold all its stocks; thus instead of arresting 
increases in price to fantastic levels, it merely cushioned the rate 
and fluctuations of the increase. As the output of both merino and 
crossbred wool is rising, and because world per capita consump¬ 
tion has declined somewhat from post-war peaks, it is probable 
that production will soon meet current demand if other things 
remain equal. 


In January 1950, as Joint Organization sales were nearing com¬ 
pletion, representatives from Australia, New Zealand, South 
Africa and the United Kingdom met to consider proposals for 
new wool marketing arrangements. The scheme evolved was 
essentially similar to that of J.O. The various governments agreed 
to the plan but in Australia it was submitted to wool-growers for 
approval in August 1951, and when rejected by a vote of 80% 
against participation, the project collapsed. 

Actually it is questionable whether a reserve price scheme 
of this nature could have worked smoothly as its managers would 
have faced a fundamental dilemma. If on one hand the purpose 
, t .°. u ' on fluctuations from day to day the reserve price 
would have needed to be near the market level; if on the other, 

to W i° eve " ou t oyclical fluctuations, price movement 
m shoi t period would still have existed. 

cultfor^i of wo °} Prices would be even more diffi- 

cuit tor at least two reasons. Firstly, even though it may be easv 

t? P nH T ?. S P ec ^° ass , ess whether price changes were due to cycle or 

Secondly 15 wool T Y P er[>leXin , g When the m °«™ent is in progress. 
scheme y wooMsf ab i f tIOn P Ians _, im P l y schemes within a general 
theavemne once rn ““V *1 various P ur P os «. •™d although 

stS^fi. oftours n e C , a hiI°r en f U P P ™ e * V*** aS 

rural products but in rpira A 1S a so a Pphcable to other 
P aucts, but in regard to the extra physical difficulties 
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involved in marketing wool as against, for example, a relatively 
homogeneous product such as wheat, perhaps the only expedient 
long-term solution against fluctuations in wool prices lies in the 
direction of assuring constant consumer demand or, in other words, 
mitigating as far as possible swings in the trade cycle. 

However, if many of the political distorting factors such as those 
which existed in the thirties (and also, today) could be removed, 
some of the price fluctuations which exist in the wool market could 
be withdrawn. Most of these aspects, moreover, although osten¬ 
sibly in the national or wool-growers’ interests, often rebound on 
the other foot. For instance the Australian discrimination against 
Japanese goods is an obvious illustration of a case where not only 
wool-growers lose income, but inasmuch as Australia is not buying 
in the cheapest market, it leads to a reduction in the Australian 
real national income. 

These political aspects usually lead to an expansion of syn¬ 
thetic fibre production. For example, in U.S.A., although the pro¬ 
fessed reason for the high wool tariff is to protect American dom¬ 
estic raw wool producers, it leads at the same time to a lower 
United States consumption of pure wool and, through a higher 
than normal supply price, to opportunities of greater profits from 
research into synthetic alternatives and their production, thus 
American utilization of synthetics is now at very high levels, anc 
not only does this lower the price of Australian wool (and the 
opportunities of earning dollars) but it also causes in the long 
run, a fall in the income of American domestic wool-growers, lo 
take the argument to its conclusion, as Australia does not earn as 
many dollars as it could with freer trade, it is unable to import 
as many products from America, and this leads to a reduction i 
the United States real national income. Instead of being a woo 
importer America is, in 1955, trying to find overseas ™rkefc for 
certain types of wool production which are in excess of domestic 


We may conclude by stating that unless the various restrictions 
on the international trade in raw wool and textile products are 
lowered the growth of synthetic production will continue to 
expand rapidly. However, Australia must take its own part in a 
general liberalization of trade and must give advantages as well 
take them. We shall return to this discussion in Part III. 

Of course most discussion on the wool trade in the post-war 
vea/s has centred round the inflated wool prices, but as this subject 
has been so well traversed it is unnecessary to go over the ground 
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again. Here is an example of the price that manufacturers can 
afford to offer when demand exceeds supply. As raw wool is a large 
portion of Australian exports, the high prices have led to a greatly 
increased real income in Australia. Moreover, since through 
residual multiplying effects, the high prices have helped to raise 
effective demand in Australia to levels greater than those consis¬ 
tent with full employment, considerable amounts of inflation have 
resulted. To combat the inflationary pressure the Menzies Govern¬ 
ment instituted a special tax on wool receipts. However, as the 
funds from this tax were used merely in government expenditure, 
the net effect was not a reduction of spending power but only a 
selective excess tax. } 


Nevertheless, if for no other reason than to arrest the large 
profits obtained in synthetic production, it is in the long-term 
interests of both the wool-grower and the Australian real national 
income that export wool prices should be lower than those obtained 
in recent years. All the same, it would be silly to lower export 
prices considerably, for in this case, as demand ex hypothesi still 
exceeds supply, the price paid for synthetic alternatives may 
merely rise more. Rather, the problem must be solved by a free- 
trade equalization of supply and demand. ^ 



CHAPTER 3 


The Wheat Industry 


I 


n the last thirty years wheat-growers in Australia and other 

_wheat exporting countries have experienced considerable 

fluctuations in their selling prices and have suffered through the 
resultant effects on incomes. In recent times the aim of policy 
both within Australia and in the international field has been to 
mitigate undesirable price movements: but success has only been 
partial. Not only have political difficulties continually cropped 
up, but certain features of supply and demand significant to 
wheat itself make successful planning an onerous task. 

Although wheat prices have shown movements somewhat near 
the magnitude of those of wool in recent decades, the causal influ¬ 
ences of the fluctuations themselves are rather different. Wheat 
is usually grown on family farms, and although wool growing is 
generally of similar organization, the family of the latter usually 
employs more hired labour, so variations in production do not 
normally influence to the same degree the amount of effort the 
wool-grower’s family personally expends. Since these character¬ 
istics are less commonplace in wheat growing, with a rise in price 
the farmer is inclined to spend some of his increased income in the 
form of leisure and let output fall off: 1 whereas when prices fall, 
he tends to increase output to make up for falling average receipts 
—and this is especially so if he has interest charges to meet._ Thus, 
in aggregate, instead of world wheat supply rising and falling in 
proportion to price changes, the opposite conditions of expanded 
supply with low prices and contracted supply with high prices 
appear to operate. Although these aspects are to varying degrees 
pertinent to all rural production (and thus help to explain the 
instability of rural prices) th ey appear to be most appropriate 

i For wheat, as with all non-livestock fanning, "effort” or labour ischrecdy 
proportional to changing acreage within existing investment (withi P 
seasons). In wool growing, because the organization and management ! 
different, marginal variations in sheep numbers on a pven staUon d° no 
call for equal changes in labour expended. This is another reason why wool 
supply is not backward rising with increasing pnce-although it is, of course. 

extremely inelastic. 
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to wheat production, and produce—in jargon—a backward rising 
supply curve as shown in Figure 2 on page 40. 

For many people wheat or bread consumption varies inversely 
with real income, and wheat is, therefore, termed an “inferior” 
product. That is to say, in low income groups and in communities 
with a low average income per head, bread is an important part 
of total consumer expenditure, and other foodstuffs are “luxuries”: 
with a rise in the price of bread, increasing quantities of this rela¬ 
tively cheap commodity must be substituted in place of the more 
expensive foods to keep total expenditure on food consumed as 
constant as possible. This gives, in contrast to wheat supply, a 
backward falling demand curve: the quantity demanded increases 
with price. In more advanced communities where bread is no 
longer an important factor in expenditure, moderate variations 
in its price do not affect consumption to any degree and thus its 
demand is very inelastic. On the other hand, in some areas such 
as Eastern Europe, South America, Asia and Africa, wheat com¬ 
petes with other grains for consumption, and changes in its price 
(in the competitive range) can cause large variations in its con¬ 
sumption. 

If we take the world as a whole, it is probable that the price 
elasticity of demand is severely inelastic except when prices fall 
to very low levels; hence, unless the bottom falls out of the 
market, demand is very constant. When the price of wheat is 
extremely low demand expands: under these conditions it is both 
a profitable livestock food and raw material for industrial use 
such as alcohol production. 

Within the duality of inelastic (or even backward rising) supply 
and also, perhaps to make matters worse, backward falling de¬ 
mand, lies the fundamental reason for the instability in wheat and 
other staple food prices. 

thf,nnnl?r WhiCh u ap P ear \° be a PP ro P riat e for "’heat-in which 
he supply cuive is backxvard rising involve the possibility of mul- 

lowLg^page™ COndltion is shown in the figure on the fol- 

When the demand schedule is at D2, supply and demand cm be 
equal at three different prices (a, b or c) of which the middle /bI 
js otally unstable. 2 Although (a) and (c) reprelt stabfe ludi- 
-- e pnce va na bon between these point s compared with^hat 

Th^H highCr supply 

point. P ° W (b) - Thus P nce ca ™ot come to rest at this 

D 
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of quantity is considerable. Moreover, when demand shifts 
slightly (represented by D1 and D3) the price change can be 
quite large. For instance, in a shift in demand from D2 to Dl, 
price may move from either (a) or (c) to (e). The significance of 
potential multiple equilibria lies, therefore, in the fact that rela¬ 
tively small changes in the conditions of supply or demand may 
necessitate a switch from a high price to a low price equilibrium 



FIGURE 2 

DEMAND SCHEDULES for wheat 


SUPPLY AND 
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or vice versa; and this can cause, as shown above, disproportionate 
changes in price. 3 

Because bread is an “inferior” commodity, the inelastic demand 
for wheat is inherent within the nature of the product itself. 
Therefore any movement towards lessening the magnitude of 
price fluctuations has generally been concerned with mitigating, 
as far as possible, the undesirable changes in output as influenced 
by shifts in grower’s income. If wheat supply were somewhat more 
elastic, then the more pronounced’price variations would not occur. 
For example, with an elastic supply, a switch in demand from, 
for instance, D2 to Dl, would always give a relatively small price 

change—such as from (c) to (e)—and never the striking shift 
from (a) to (e). 

We will now turn to consider in some detail the recent history 
of the Australian wheat industry, and in both this chapter and 
at later stages we shall refer to possibilities of introducing plans 
conducive to encouraging growers to produce more wheat with a 
higher price and a lesser amount following a fall in price. 

It is probable that many of the difficulties within the Australian 
wheat industry in the 1930’s had their origin in the Great War 
era, tor m that period wheat prices doubled and production in¬ 
creased rapidly through a substitution on farms towards wheat 
production and away from growing other products. This tendency 
continued in the twenties, for the annual average price during the 
whole decade was never less than 4/3d. a bushel, and at the time 

lishedffirms aS ° nab 6 TCtUTnS in relation to costs on "lost estab- 


n ,'S increa * in 8 P^ssure on land during this period the acreage 
Ranted spread out from the wheat belt into the semi-dry grass 

J™. b land of the pasture regions. As the future was regarded 

landT he e y ma 7 retUIned soldiers and others settled- on the 
finanda? dfstr n e e s?^ 1 prespenty This was later to cause considerable 

marginal fll u ° r n0t 0 " 1 y, was this new land usually sub- 

3 , , . W le:i ln a soil-climate sense, but expectations of 

^h nued h.gh prices made near-desert land marginal in a rent 

dayJo% i tTolr*“r tl f v SU11 ^ ° nd dcm “" d explain the large 

Th y e supp r y a„dTiMjrr^ ot ab < r r „z t matJt 

pnces over a season or two As th* on v detern »ne average 

continuously—from week-t£w^ekf“ k< i^mnl P? 1 * W 1 ? and demand 
Uons originate through market ehumra. K 5 period price fluetua- 

wool on pp. 22 and 29-32. ® madly similar to those outlined for 
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or P r * ce serj se. Hence, in the 1920’s, marginal areas acquired an 
ephemeral price respectability as does the condemned house with 
a coat of paint. In Western Australia there was a particularly large 
boom in wheat land, and with great expectations investment in¬ 
creased considerably; so along with inflated land values the 
acreage sown trebled between 1921 and 1930. 

In this manner the two great rehabilitation problems of the 
depression and the post-depression era were created. Firstly, from 
over-valuation and settlement on marginal areas in the twenties 
followed difficulties in debt adjustment and decreasing average 
quantity returns (from increased production in the form of narrow 
rotations) in the thirties. The second problem was just as serious 
in a different sense, for in the spirit of the times, it led to greater 
difficulties in rehabilitation on a national scale without inter¬ 
national co-operation. As home consumption did not increase in 
proportion to expanding output in the twenties, a greater percen¬ 
tage of the total wheat crop was sold on the export market; so in 
this period, as compared with the previous decade, the total 
quantity of wheat exported increased 631 and that of flour 70 1. 

The Australian wheat boom of the twenties had its counterpart 
in other large wheat exporting countries, and by 1928 world pro¬ 
duction was particularly large when 340 million more bushels 
were harvested than the average for the previous two years. A 
poor season in 1929 was expected to relieve the situation (for, 
as we have seen, world wheat consumption is relatively constant— 
especially over a few years), but when that was also good and 
Russia appeared likely to export some wheat, prices fell rapidly 
in late 1930. Large crops in 1931 and 1932 followed by good yields 
in many importing countries in 1933 caused, without considering 
the aid of the depression itself, low prices to persist. 

To maintain the total value of wheat exports (as the balance of 
payments was in a state of acute strain) the Commonwealth 
Government urged farmers to grow more wheat in the 1930/31 
season, and with an acreage expansion of over 221 compared with 
the average of the two previous seasons, production was consider¬ 
ably greater. This increased the financial distress of individual 
growers as the average price (f.o.r.) that year was 2/ 4Md. and most 
producers failed to cover even variable costs. 4 If the average cost 

In the second report of the Royal Commission on the Wheat, Flour and 
Bread Industries (Australia, 1935), it was stated that only 20? of growers 
produced with variable costs of less than 2/2d. a bushel (para. 60), and 
average total costs were 3/6d. a bushel (para. 83). 
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of production is taken as 3/6d. a bushel and average returns as 
2/4%d., then the extra contribution by the wheat industry to the 
balance of payments through its increased production in 1930/31 
cost the growers £4*9 million. 

In the following years, although prices remained very low 
production continued at very high levels without the stimulus 
of a direct national campaign; for with reduced average returns 
per bushel farmers expanded production in attempts to either 
maintain money incomes or cover fixed interest charges (which 
naturally came more and more into line with income as the latter 
feU). Durmg the worst depression years acreage sown increased 

“ aVGrage ° f 12 ? milIion acres in Ae five years ending 
1929/30 the acreage expanded to an average of 15-25 million in 
the four years ending 1934/35. 

h,n^w° Se Wi ? ,argC liabiIities on an a«eage basis the oppor¬ 
tunities for meehng interest charges from current production wre 

dieir farms. Others, indebted to a lesser extent, who increased 

were noUn Tn htl “ 30 e ? 0rt to maintain totaI returns, 
nf cnci 1 r Ch better state > for the only considered method 

investm# ni ? g fan " ,ncome in the short period without new capital 
invesbnent was to grow more wheat. Individual farmers could 

do this only by shorter rotations; but constant wheat production 

oupled with less variable resource use such as fertilizer reduced 

r ^rVT ,ati T give " — employment! 
inus, within the methods they adopted, the farmers' hands were 

relief within ‘ n whlch . directio » th <-‘y turned, and as most sought 

l“« s £ o c r y " 
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the Australian wheat farmer usually keeps a flock of sheep to 
graze the land out of crop, and if wool prices are high the tendency 
is to increase sheep numbers at the expense of wheat acreage 
through introducing wider rotations. This has been particularly 
apparent in more recent times and has proved beneficial to wheat 
yields. 

As with wool production, the Ottawa Agreements did not give 
the Australian wheat-grower much market monopoly in the United 
Kingdom as Canada was also a party to that agreement. Moreover, 
the British domestic producer was well protected against all 
imports through a “deficiency payment” on production and the 
requirement that all flour milled in the United Kingdom had to 
contain a certain portion of domestic wheat. In fact, Imperial 
Preference appears to have been to the detriment of the wheat- 
grower, for not only were other markets such as those to countries 
like Italy closed in retaliation, but tariffs on farm machinery from 
U.S.A. and other non-Empire countries increased. 

Moreover, in the thirties, Australian wheat lost much of its ad¬ 
vantage over Canadian in the United Kingdom market. This 
change in favour of Canada was mainly due to that country’s 
semi-monopoly supply position in high quality graded wheat, 
which, being used for more specialized purposes, is not as “in¬ 
ferior” as the fair average quality Australian types.'’ 

Australian export wheat prices were chronically low all 
through the thirties, for although the average price in 1937 rose to 
just over 5/0d. a bushel, the average seasonal export price for the 
whole decade was 3/8d., and for the 1939 season 2/4d. With this 
constantly depressed export market and pessimistic outlook 
within all sections of the industry, growers felt unable to recover 
from financial distress without government assistance, which 
among other things, would give a guaranteed and stabilized price. 
Thus in early 1930 began a series of conferences, bills and enact¬ 
ments, which in tortuous and spasmodic progress have led slowly 
towards a general stabilization system. 

Legislation on wheat marketing in Australia, as with other rural 
commodities, has been restricted by the Commonwealth Consti¬ 
tution, for among other factors it has made agreement by all 

0 Although grading gives higher returns when world prices are low, its 
advantage at other periods is doubtful. In the post-war period the spread 
between Winnipeg prices for top grade Canadian wheat (No. 1 Northern) 
and for feed wheat increased only 10? while the average price advanced 
270?. 
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State Governments necessary to the functioning of any scheme. 
As we shall examine Constitutional points in some detail in Chap¬ 
ter 10, we will not encroach upon our future considerations at 
this stage. However, it should be borne in mind that much legis¬ 
lation has tended to be cumbersome if for no other reason than to 
evade Constitutional difficulties. 

Nevertheless, this is only one factor and the wheat industry has 
suffered from two other influences—especially apparent in the 
thirties-which have made stabilization difficult. Firstly, as a large 
portion of the total crop was (and is) sold on the world market/’ 
world prices have had a large effect upon returns, and in periods 
of continuing low prices, profitable guaranteed prices in respect 
to the total crop have been very difficult to maintain without heavy 
government support. Moreover, if the guaranteed price for wheat 
happens to give a greater margin of profit than alternative activi¬ 
ties available to the wheat farmer, production increases since 
wheat is grown instead of other farm products; and with relatively 
constant home consumption, the export surplus is enlarged and 
the whole position aggravated'. Secondly, and arising out of the 
hrst influence financial assistance must grow with increased 
production to keep the aid, on a per-bushel basis, constant. 

governments of the day were in a dilemma: not only 
: * % *° av01< ? both production control and keep total financial 

S “ at a "T™ ( for P° litic “l. not economic, ends), but 
esides guaranteeing prices, it was necessary to eliminate the 
m^ginal producer. The marginal wheat farmer certainly in¬ 
creased the difficulties of effective action. That he was to chance 
horn wheat growing was agreed', for not only was wheat produc- 

areas increasing the « 

X y ^ flrst *«*"*' to —£ s 

iq™ f embodied in the Wheat Industry Assistance Act of 
ginal areas. 7 Va w ^ eat producers from mar- 

’ " *■" Were 0[her «“*«*«- - "What is a marginal area?” 
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mutely £3 million a year from 1931, and since there appeared to 
be no particular improvement in the position of the grower, a 
Royal Commission was appointed in 1934, so as among other 
things: “To inquire into and report upon the economic position 
of the industries in growing, handling and marketing wheat.” 8 

After an intensive survey the Royal Commission reported that 
over 60% of farmers could not produce for less than 3/3d. a bushel 9 
and that government aid from 1931 had merely enabled losses 
to be reduced. The members concluded, that in regard to the 
national importance of the industry, steps should be taken to 
rehabilitate it; the method proposed was a home-consumption 
price on wheat used in flour that would be in excess of the world 
parity price. It was suggested that the tax on flour (to provide the 
funds) should vary inversely with wheat export prices and home 
consumption price of wheat should be constant. To administer 
this plan the Commission recommended that a compulsory mar¬ 
keting scheme should be established. 10 

This plan was strongly resisted by an influential Australian 
economist, the late Professor L. F. Giblin, and although his logic 
was sound his conclusions were—as we shall see in Part II—over¬ 
rated. 11 Nevertheless, the home-consumption price technique, as 
will be apparent from our discussions in Chapter 10, has many 
other disadvantages, which makes it an unsatisfactory form of 
relief, especially in depression periods. 

Nevertheless, it may be pertinent at this stage to consider one 
point in relation to a domestic tax on flour as a method of raising 
producers’ incomes. As the retailers’ margin is usually a percentage 

8 From the preamble to the first Report. 

9 Second Report, para. 65. 

10 Mr T. S. Cheadle dissenting. 

11 Professor Giblin’s reasoning for such a conclusion ran as follows: as 
wages in Australia are tied to “cost of living” and as lower income groups 
consume relatively greater quantities of bread, increases in price will auto¬ 
matically (after a short period) increase wages—thus in the first instance 
an increased home-consumption price puts a burden on consumer (and 
lower income section) and in the second, on production costs. With increased 
production costs, sheltered industries (coal, building, tariff protected etc.) 
would pass on costs in increased prices, and as increased prices would raise 
basic wage through “All-Items Index” in cost of living scale, sheltered indus¬ 
tries would again pass on increased costs in the form of higher prices etc. 
As the unsheltered industries (export primary products, factory goods com¬ 
peting with imports) would be unable to pass on their share of increased 
costs in higher prices, they would, before long, bear the whole burden of 
the subsidy to the wheat industry. 
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of selling price, with a higher price for bread through the tax (or 
any other commodity for diat matter) the retail price increases 
more than by the amount of the taxation. Therefore the total cost 
to the consumer is greater than if the tax were collected by direct 
means. 

In October 1935 Commonwealth and State Ministers met with 
representatives of various sections of the wheat industry in order 
to evolve a system of guaranteed prices. Besides the plan sub¬ 
mitted by the Royal Commission three others were suggested, but 
fundamentally all were similar inasmuch as they gave a guar¬ 
anteed home-consumption price without production control. Dif¬ 
ferent States and branches of the industry pushed their various 
schemes so there was little agreement when the conference broke 
up, and all plans were shelved. In 1936 and 1937 the demands for 
stabilization were not so acute for in these years the average 
export price was 4/7d. a bushel and the seasons good, and although 
there were many “ideas’', 12 very little was done until world wheat 
prices fell severely in 1938 and 1939. 

The predominant influence of the conditions of external supply 
and demand upon the financial plight of the industry in Aus¬ 
tralia was again demonstrated in these years. Although the 
price of wheat fell in this period it had nothing to do with any 
change originating in Australia. In this connection wheat was 
2/4d. a bushel in Australia in 1939 through a combination of 
factors and these included: increased production in North 
Amenca; a larger average yield in the Danubian basin as a result 
ot improved technology; decreased wheat imports into many 
countne^as a result of tariff protection and increased home pro- 

especSly in Europe " ^ ^ ***“ COnsum P«°" of wheat 

As a result of pressure from low prices a Wheat Industry Assist¬ 
ance Act was passed in 1938 stabilizing the price of home- 

ir wheat at s/2d a bushe '- Funds fr ° m this Act 

Export nric« A, am ° ng 8r °r rS Until 1947 When > with •-> rise in 
export prices, the excise on flour ceased. In all over £13 million 

Uon U to d eI thr ° Ug t h T melh ° d b65ideS -othef “i." 
ton spent to ehmmate the m arginal producer. Whether this 

12 F °r example: that the United Kingdom should huv nil-^ j—T7~ 

five years at a price of 4/9d. per bushel buy Xp ° rt wheal for 

K2** b >‘ 1930 
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amount would have been large enough to rehabilitate the industry 
without the favourable influences of other factors-forthcoming 
between 1938 and 1947-is very doubtful. 

Conditions arising from the outbreak of war in 1939 had two 
effects and altered the whole position of the industry. Firstly, 
as much of the European market was lost, the market area was 
restricted and, owing to the shortage of shipping, the United 
Kingdom Government preferred to purchase from stocks closer 
at hand in North America. Secondly, with “War-time Powers”, 
the Commonwealth Government could legislate for control over 
wheat marketing without any fear of Constitutional invalidation. 

As a result of these effects a Wheat Stabilization Plan was intro¬ 
duced in 1940 in which all wheat was guaranteed at 3/10d. a 
bushel, 14 and wheat-growers were licensed annually in respect to 
the acreage they could sow. With restriction of production the 
stabilized price was readily maintained, for with a fall in area 
sown of over 40% between 1939/40 and 1943/44 combined with 
an expanded local market, a far greater portion of the total crop 
was consumed internally. All the same, if the profitability of alter¬ 
native farm activities, such as wool growing and fibre-crop pro¬ 
duction had not increased, and if labour and some materials had 
not become limiting productive resources, it is most unlikely that 
acreage would have been so readily reduced. 

Moreover, production restriction, as we shall see in Chapter 10, 
is an inefficient process, and in any case an extraordinary technique 
for a rural exporting nation such as Australia to adopt. 

Much of the reduction in Australian wheat production in the 
early war years resulted from a short-sighted policy which, if it 
had persisted, could have left a permanent scar on the wheat 
industry’s productive efficiency. Following the rise of a Labour 
Government in 1941, and in view of the forthcoming elections in 
1943, the Government felt the need for votes from small farmers: 
as a means of achieving this end they raised the returns of the 
small producer and reduced those of the larger—who were un¬ 
likely to vote Labour in any case. In the 1942/43 season the grower 
was guaranteed 4/- a bushel for the first 3,000 bushels of his produc¬ 
tion 15 and any amount in excess of this was paid on realizations. 
This practice incorporated a scheme advanced in May 1939 by a 

14 With provision that half of any export returns above the guaranteed 
price should be paid into a fund for subsequent use when price fell below 
the guaranteed level. 

io Equal to a rise of lid. per bushel (f.o.r.) over the previous scheme. 


49 


The Wheat Industry 

certain Mr Robertson and the economic implications are obvious. 
In the first place it put a premium on inefficiency, for there was 
no reward to the large producer, who with optimum utilization of 
resources could produce at a lower cost. Secondly, it gave an in¬ 
centive to the very small farmers who were producing less than 
3,000 bushels to increase their high cost production to gain a 
maximum benefit; and thus increased the tendency towards con¬ 
tinuous cropping and soil erosion. 

Fortunately, this plan was altered in 1945 when growers were 
guaranteed 4/3d. a bushel (f.o.r.) for all wheat grown and, with 
a relaxation of production restriction combined with a lesser short¬ 
age of labour and machinery, the acreage sown increased in 
1945/46 by 35% over the previous year. 

The organization was again changed in 1948 when a five year 
plan placed both the internal and oversea marketing of wheat 
under one central authority-the Australian Wheat Board. Under 
this Act the Commonwealth guaranteed a minimum price which 
was based on production costs. The price of home-consumption 
bread wheat in Australia was equal to the guaranteed price 
( except in 1949/50) and although wheat for stock feed was at a 
similar rate until the 1951/52 season, in that year growers’ returns 
from this wheat were raised to the International Wheat Agreement 
(I.W.A.) level of 16/ld. (except in Western Australia). However, 
to keep costs from rising too excessively in the dairying, pig and 
poultry industries, a subsidy was paid to keep the level of con¬ 
sumer stock feed wheat prices at less than the I.W.A. price. In 
this connection it is interesting to note that stock feed wheat prices, 
except in Western Australia, have been higher than for wheat 
used in human consumption. 

Within the framework of the 1948 Act the guaranteed price 
was extended to wheat exports up to a maximum of 100,000,000 
bushels in any one season, and a tax was imposed on exports (up 
to a maximum of 2/2d. a bushel) to establish a wheat stabilization 
tund-to stabilize price if the export price should fall below the 
guaranteed. Moreover, the Commonwealth Government agreed 

di° S trTbut°ioL eXCeSSiVe amounts in the fund ' and has . fact, made 

,U I W .- A - has f" 5611 superimposed upon this scheme and as 

renefX™ P rmC1 P,l es ° f *j>at P^n are well-known, we need not 
repeat thena here. The fundamental aim of the I.W.A. was to have 

fairly stable price for most of the wheat sold internationally. 
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and variations in demand and supply were to be made effective 
through a marginal allocation of “free” wheat to each country 16 

Recently, both the 1948 Australian Wheat Act and the I.W.A. 
of 1949 have come to an end, and at the time of writing, the wheat 
situation both within Australia and the international field is in a 
state of flux. Hence it should be profitable for us to consider these 
two agreements in relation to a desirable future plan. 

International stabilized prices (within certain price limits, or 
better still, on an eight to ten season moving average system) are 
extremely beneficial to Australia; for not only does this type of 
arrangement help to mitigate undesirable fluctuations in the export 
income, but it assures growers of a relatively stable forward price 
for much of their output. However, in the post-war period the 
system in Australia (as in most other countries) has been far too 
complicated, for not only have there been many different prices, 
but the growers themselves have received payment in an extended 
series of advances spread over several years. As a result, except 
for the guaranteed minimum price, farmers have had no more idea 
than in the thirties of the actual price their wheat would fetch. 
Since payments for wheat in different seasons have been usually 
made several years after the harvesting of the wheat in question, 
these payments could not, rather naturally, affect the past produc¬ 
tion programmes, but instead influenced the planned output for 
the following season. Therefore, the techniques envisaged in the 
I.W.A. were not forthcoming and, instead of planning production 
to a forward price, production projects have been correlated with 
prices which reflected the situation of about two seasons before. 

Rather, any agreements on the international terrain should be 
associated with domestic wheat schemes so that both plans may be 
co-ordinated. One of the basic reasons for an international agree¬ 
ment has been, that through restricting the fluctuations in price 
movements on “quota” wheat sales the induced changes in both 
wheat producers’ and consumers’ incomes would be less marked, 
and as a result, the “market-period” elasticities of supply and 
demand would be greater. In this connection, it will be remem¬ 
bered from our discussion in the opening pages of this chapter 
that price increases tend to be followed by reduced acreages, and 
expanded sowings follow price falls. Thus any international 
scheme which gave less extreme price and income changes could 

10 That such has not been effective has resulted chiefly through continued 
domestic policies in both importing and exporting countries which have 
worked against this. 
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give greater productive stability to the wheat industry. However, 
for any system to be effective, the “free” price should reflect mar¬ 
ginal changes in the state of supply and demand so as to allow 
both producers and consumers (less important) to make altera¬ 
tions in their production or consumption. This implies, besides a 
successful “free” price , 17 that this price itself should' be transferred 
directly to growers via their marginal production only. 

We may conclude that, as part of a plan for getting the best of 
both worlds, the price of Australian home-consumption and export 
quota wheat should, if possible, be the same. Each grower 
should be apportioned an allocation of his production (in relation 
to a base-year and other refinements) to this market, and any other 
production (for stock feed and “free” exports) should be paid on 
realizations . 18 In this way not only would many of the fluctuations 
in world prices be assuaged and many of the evils-as apparent 
in the thirties—of the backward rising supply curve mitigated, but 
at the same time, variations in supply and demand could be 
ansmitted to affect the grower’s marginal output. All the same 

ul if°n h. DOt l d of sche '" e could only be success- 

taLcs ° U ,GS ( ,efly Canada and U S A - ) ad "P ted similar 

We have said nothing about guaranteed prices which are tied 

regards 0 ^P rod “ cHo ” *" our suggestions: as such a system dis- 
s r ? P f y and . den > and considerations, we too shall dis- 

X W h v, . he r m !’ but sha " su SS est on alternative solution 
in the last chapter of this work. 
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have resulted from growing a lesser wheat acreage, having 
broader rotations in conjunction with pasture and animal produc¬ 
tion, and through the effects of increased soil fertility, a greater 
total wheat production could have been grown on a lesser area. 


VARIATION IN AREA. YIELD AND PRODUCTION OF WHEAT 
IN AUSTRALIA: AVERAGE OF 5 YEARS ENDING 1938/39 

AND 6 YEARS ENDING 1952/53 



5 Years Ending 
1938/39 

6 Years Ending 
1952/53 

Acreage (in millions) . 

12-9 

10-1 

Production (in m. bush.). 

154 

194 

Yield (bush, per acre) . 

11-9 

16-5 


Source: Bureau of Agricultural Economics. Canberra. 
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The Meat Industry 

>ulthough Australian meat production and exports include 
Zl. many types, the most important of these are beef and veal, 
mutton and lamb, and pigmeats; and since they are to varying 
degrees by-products of other production, the supply of the dif- 
erent meats may alter following changes in the price of associated 
commodities. For example, the profitability of dairying influences 
the number of dairy cows kept and indirectly the supply of beef 
and veal. Or again, when wool prices rise relative to other rural 
products, farmers retain more of their young cull sheep in the 
short run and mutton supplies fall; while in a longer period, with 

i?u nCr t aSe ir ! shee P numbers > th e production of mutton 
although in the latter case, most of the meat is of poorer 
quality and suitable only for canning. 

andth?™! 50 t relat £ ionshi P between the profitability of dairying 

and lomSr di UC r" ° P 1 ^™ 63 * 5 ’ an ^ ^ l, ’ s m ay vary between short 
Drofitabn-H f 13 10 j S ’ ^° r * nstance > * n a shorter period, when the 

fncreied^i'T ^T" g ° S ’ ™ n >’ dab X turn to 

keep nrofit^ fnt P / r (feedin S eXtra ^> in "'tempts to 

in dairying pie numhe alterna . tlvel y> with a long-term expansion 
produet pmnj 8 n ™ bers "lay ““ease: in this case pigs are a by- 

Ls althouJhT d U u ' Ze excesses of skimmed milk. Neverthe- 

plementary goodT totalT^ p influenced b X the P^ee of com- 
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increase in cattle numbers reaches a peak from four to five years 
after the price increase (due to the long breeding and growth 
period); and maximum slaughterings occur two to three years 
after the increase in cattle numbers. Unfortunately for the pro¬ 
ducers, the expansion of slaughtering does not begin until six to 
eight years after the original motivating price increase, and the 
large numbers of cattle slaughtered at a totally different period 
usually reduce the real price severely. Farmers, as a result, move 
out of cattle production and within about six years the slaughter¬ 
ings are depressed—so the real price of cattle rises to start the 
cycle again. Indeed, in Australia as in many other countries, it 
seems that output should be raised when profits from the sale 
of the livestock concerned are falling to enable individual farmers 
to maximize profits. 

Although much livestock production—for instance, cattle in 
Northern Australia—tends to be constant with variations in the 
relative price of rural products, a large portion of total Australian 
production is supplied by mixed farmers who are particularly 
sensitive to movements in comparative prices (this is especially 
so with fat lamb and pig production). As a result, the Australian 
production of most meats is heavily influenced, not only by the 
profits obtainable in producing complementary products (such 
as pig numbers to butter prices, or mutton production to wool 
prices) but also by the relative profits from the production of 
substitutable farm products. 1 Now the relative profits obtained 
from growing different farm products (which determine the 
amount of substitution on mixed farms towards or away from meat 
production) depend upon the level of production costs and prices 
for each substitutable commodity. We shall consider cost factors 
more in Part II but in this chapter we will examine some of the 
aspects which influence meat prices. 

Apart from supply effects such as varying seasonal conditions, 
price is also influenced by changes in demand. Now the income 

i And of course, as we shall see in Part II, by relative prices and profits 
in non-rural sectors of the economy in the longer period. However, we arc 
dealing essentially with changes in the productive process over a period of 
time in which there may be product substitution between farm products, 
and not in a period in which production has settled into long-term 
equilibrium in all sections of the economy (assuming that this is possible). 
All the same, the movements are not simple and it is difficult to express one 
process as short term compared with the other. Product substitution within 
the rural economy and between the rural and non-rural economy is usually 
concomitant in time—especially in periods of full employment. 
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elasticity of demand for all meats (considered as a whole) is not 
very high in the western world, 2 for although the demand for 
better cuts expands with income increments, this is offset by falling 
demand for the cheaper types of meat, and vice versa. In fact in 
the shorter periods, the variations in meat prices are influenced 
more by their price elasticities of demand, but compared with 
most rural products these are fairly high: 3 therefore movements 
in total market supply are absorbed without the greater changes 
in price found in other rural products like wool and wheat. How¬ 
ever, as the price of farm products such as wool and wheat varies 
more, so the relative profitability of meat production (in the 
short run) changes with the price shifts of substitutable farm 
production. 


If we generalize, we may say the demand for meat, unlike that 
for products such as wool, is not so affected by variations in con¬ 
sumer income, and that most of the change in supply is absorbed— 
and, this time, unlike wheat which tends to be an “inferior” pro¬ 
duct—by relatively small price changes. Price changes of rural 
products one against the other affect real meat profits more than 
c anges in meat money prices and, for instance, when returns 
trom meat are at a premium, livestock numbers increase. But the 
production process is long (especially for beef), and hence output 
changes which are instituted do not develop until a considerable 
time after the impact of the motivating influence. Thus the volume 

f ? e f‘, t i, tends t0 5® me on t0 the marl <et in periodic highs and lows, 

“tlns'vLyln cyc,T “ ^ P" Ce and P™ d <' c " 

,, r Td f C , r " arl ; et area for Australian livestock production is made 
up of the domestic and export markets, and as export demand 
nfluences the domestic supply and prices (assuming a free price 

effec^unon vana . tlons overseas sales may have a considerable 
effect upon the volume of meat production in Australia. 4 

Ihe overseas market is significant not only because it la rgely 
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determines the margin of substitution towards or away from meat 
production on mixed farms, but also, inasmuch as it affects the 
absolute price level as well as the cycle, influences in the long 
run the amount of meat produced by specialist growers. The 
latter point is of particular importance when we consider the 
long-term possibilities of opening up new cattle country in 
Northern Australia or fat lamb production in high rainfall mar¬ 
ginal lands. Therefore, we shall consider in some detail the growth 
and recent changes in the Australian meat export market, and 
analyse the probable effects of contemporary overseas marketing 
agreements upon total Australian production. 

Since the First World War, increases in tariffs on meat have 
grown considerably in practically all traditional meat importing 
countries except the United Kingdom. The growth of protection 
was particularly severe in the period of the Great Depression 
(when tariffs in most importing countries other than the United 
Kingdom were at prohibitive levels), so along with a decline in 
the total volume of world trade in meat, 5 the absolute importance 
of the British market expanded. Australia was assured a portion of 
this market at the expense of non-Empire producers through the 
1932 Ottawa Agreements: although in 1934, in attempts to expand 
domestic production, the British Government introduced quantity 
control of Empire meat and, where this was not effective, sub¬ 
sidized home producers to give them a margin of protection with¬ 
out rescinding the Imperial Preference deal. 

None the less, the British trade retained its relative importance, 
and in the three years ending 1938/39, only 10$ of the volume of 
Australian beef and veal exports were sold on other markets; while 
for mutton, lamb and pork all except 2% went to the United 
Kingdom. Although Imperial Preference gave Empire countries a 
more or less guaranteed portion of the British market at the expense 
of other exporters, at the same time it furthered a very severe 
restriction on sale to other areas. In other words, in a slightly 
different context, switches in British demand had little possibility 
of being offset by inverse changes on other markets and, through 
this, expectations concerning the potentialities of Australian meat 
production often changed severely and helped to restrict expan¬ 
sion of production by the more professional livestock growers. 
Since the last war the p ercentage of meat exports sold to the 

b By 1934 exports of frozen beef were only two-thirds of the average of 
1924/28 period-with Argentina bearing the greatest portion of the reduc- 
tion. 1.1.A. 



The Meat Industry 


Ot 


United Kingdom has declined; for instance in 1950/51, 72% of 
Australian beef and veal exports were sold on that market; for 
mutton and lamb the quantity was 712, and for pork, 67%. This 
is a much greater diversification when compared with pre-war 
days, and the advantage of an increasing export distribution of this 
nature lies in the possibility of reducing variations in profit expec¬ 
tations by spreading between countries any changes in supply and 
demand. Of course, because of the British meat shortage in the 
post-war period, this principle has been of minor importance; all 
variations in Australian production have been readily absorbed 
within the United Kingdom. All the same this point is becoming 
increasingly important: not only is supply catching up to British 
demand, but, as we shall see, we may expect ever-increasing fluc¬ 
tuations in the volume of Australian meat exports. 

We have already inferred that any long-term increase in produc¬ 
tion by the more specialist livestock producer in Australia depends 
upon the absolute more than the cyclical relative meat prices. 
Now as the price obtainable for the export surplus of Australian 
meat production has a unique influence on the profits obtained 

with r Australian 1952 long-term contract 
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In a detailed agreement which covers the export of beef and 
veal until October 1958 and for lamb until June 1955, the price 
is based on the costs of production (although after the first three 
years a new schedule may reflect changes paid by the United 
Kingdom to other meat exporters), with the provision that the 
price should in no period be less than the schedule ruling in 
1950/51. For mutton the principle varies somewhat inasmuch as 
the price of this meat is to be determined in relation to lamb 
prices. Within this interim, sales to countries outside the United 
Kingdom, British colonies and dependencies are limited (unless 
otherwise mutually agreed) to 3% of the contract export quantity. 

The general agreement covers later periods in which new 
detailed agreements may be concluded, and in this duration (with 
a relaxation of restrictions on Australian exports to other destina¬ 
tions) the chief factor in determining future prices will be the 
price in the previous three years and the trend of world prices. 

In the general agreement there is a clause which guarantees 
that if the Ministry of Food should cease to be the British meat 
importer, the United Kingdom Government will permit Austra¬ 
lian meat exports to be sold on the British market without restric¬ 
tion; that a schedule of minimum prices will be fixed, and also, if 
necessary, that arrangements may be altered to reduce traders’ 
margins and expand the portion of gross receipts payable to pro¬ 
ducers. These latter points may sound reassuring within the body 
of the agreement, but it is difficult in practice to understand how 
such a scheme could function. Under free market conditions cur¬ 
rent market price in the United Kingdom determines the price 
British meat importers are willing to pay, and should margins 
be cut on business with Australia, it is likely that traders would 
look for more profitable alternative supplies in other countries. 

There may also be great difficulty in relating contract prices to 
“free” prices, for in this system as with the International Wheat 
Agreement, the contractual agreement affects the free price. If 
through a contract the world supply of free meat is very small, the 
unstabilizing price effects on this market may be acute. When meat 
is scarce, as in recent years, the free market prices will be high- 
much higher than without a contractual arrangement; and when 
there is a glut, prices are likely to be much lower than if there 
were only the free-price market mechanism. This point is especially 
appropriate in determining mutton and lamb prices as the free 
sales are very small; for instance, in 1950/51, the United Kingdom 
took 96% of the world imports and all but 1% of these were within 
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contracts. Under these conditions the free market price is no 
guide to fixing the guaranteed price, especially as parties to any 
agreement are likely to try to distort the free price to suit their 
own interests. 

Although contract prices are related to the costs of production 
in the early years of the agreement, this only gives stable money 
incomes: the real incomes may be anywhere. Moreover, the con¬ 
tract does not consider the relative profitability from growing 
meat against other products, and as we have seen, this is very 
important in regard to total production. A rapid expansion of 
private investment in meat production in Northern Australia or 
other areas requires that the absolute level of profits (as against 
cyclical highs) must be above that obtainable in most other rural 
industry and non-rural activities-and, in any case, the Govern¬ 
ment must establish transport systems . 0 

In this connection, if the meat contract prices were at higher 
levels, more meat would be diverted abroad and meat prices in 
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hobbies such as the jet bomber industry. We may conclude that 
the long-term contract as it stands will not do much to expand 
Australian meat production and that the situation depends more 
upon government investment policy and the relative profits obtain¬ 
able in alternative enterprise. 

Nevertheless, as far as Australia is concerned, the long-term 
contract has several advantages. Not only does it assure a market 
for the export surplus, but it guarantees a forward price for an 
agreed period—usually a year. Although there is no absolute 
guarantee of year-to-year fluctuations being less than under the 
free market mechanism, 7 stability of rural export prices for even 
a year is a gain to both producers and consumers when it is 
realized that during the ten years ending 1938. the average season’s 
highest price for Australian beef on the London market exceeded 
the lowest by 31%. For butter the variation within a season was 
37%, and for mutton 34%. 8 

When we consider, however, the constantly changing pattern 
in the centres of world demand and, as we have seen with meat 
production, cycles in price and output if the area of demand is not 
elastic, bi-lateral agreements of this nature make for greater 
rigidity in market space and fluctuations of price (over longer 
periods) in market time. In agreements of this nature it would 
be much more desirable if Australian exports to markets other 
than the United Kingdom were of a certain quantity, and not as 
with the present meat agreement, restricted to a particular per¬ 
centage. As we shall suggest at a later stage, we may expect the 
export margin of rural products other than wool (and wheat, to 
a lesser extent) to alternate considerably in future years, and if 
the margin for sale to non-British areas is restricted to a small 
percentage of total exports, the quantity variations from such an 
arrangement could be huge. This will restrict opportunities of 
obtaining assured new export markets (especially in Asia) which 
are as essential as a stable British trade for long term stability 
and an expanded output. 

It is interesting to note how the volume and composition of 
Australian meat exports has changed since the thirties. In the 
three years ending 1952/53, as compared with the three immediate 

7 Contract agreements restricting price changes in any one year do not 
appear to be functionable in practice, cf., the Danish-United Kingdom 
bacon contract and the New Zealand-United Kingdom meat contract. 

« Review of Marketing and Agricultural Economics, June 1952, vol. 20, 
no. 12, p. 123. 
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pre-war years, the average exports of beef have fallen 44%, those of 
mutton 18%, Iamb 69%, while for canned meat—which is an inferior 
product—there has been a twelvefold increase. Several factors 
(besides the high wool prices, which have encouraged growers 
to hold sheep until they are only fit for canning) have influenced 
this unfortunate distortion away from the exportation of high 
quality meats. 

Firstly, the rigorous price control on meat during and after 
the war restricted growers’ returns, and' in association with factors 
including the shortage of materials and labour, has led to a restric- 
tmn of investment within the industry. Secondly, as the meat trade 
has been a sellers’ market since 1939, the spread between better 
and inferior types has narrowed and retarded the production of 
high quality meats. Thirdly, during and immediately after the 
war much meat, which could have had alternative use, was canned 
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CHAPTER 5 


The Dairy Industry 


I n Australia the dairy industry is made up of two distinct types 
of producers. Firstly, there is the commercial dairy farmer, 
who, through ideal climatic and soil conditions or proximity to 
fresh milk consumption areas, finds dairying relatively profitable 
with most variations in costs and prices. This farmer often receives 
a price advantage through a quasi-monopoly right to sell all his 
output in the more remunerative fresh milk consumption market. 
Moreover, as his farm is usually specifically organized for dairy¬ 
ing, price changes of alternative rural products do not, as with 
our second type of farmer, readily cause shifts into and out of 
dairy farming. 

The other class of dairy farmer (situated farther from cities or 
on more marginal land) is the man who keeps more cows when 
the prices of other rural products such as wheat and fat lambs are 
low. This mixed farmer alters production programmes when rela¬ 
tive profits between different rural products change, and as a 
large portion of Australian dairy produce comes from this type 
of farm, total Australian output varies with the profits obtained 
in alternative activities. However, as we shall see in Chapter 8, 
because the Australian protectionist policy has raised the total 
costs 1 of dairy production considerably more than most other 
rural enterprises, the expansion of the dairying industry has not, 
except in the period of the Great Depression, kept pace either 
with output increases in most other rural industries or with Aus¬ 
tralian domestic consumption. 

Owing to these effects, and in attempts to maintain total dairy 
production and the incomes of dairy farmers, various marketing 
schemes have been introduced in recent decades. Up to 1926 the 


i Ad valorem tariff rates on dairy equipment include: 

Type of machinery British Pref. 

Cream separators . 

Milking machines .... 5,6 

Pasteurizing butter and cheese factory equip. 

• Excluding New Zealand. 


15 % 


Other Rates 
12Js% 
273i% 
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industry was largely able to stand on its own feet, for as the pro¬ 
tection policy had not been particularly excessive, dairy labour 
and machinery costs were such that the industry was able to 
maintain its position without much organized assistance. But with 
the large increases in tariff rates after the First World War, dairy¬ 
ing became more and more unprofitable and, to preserve the 
industry and save the farmers, the so-called “Paterson Plan” was 
introduced in 1926. Under this scheme (which was implemented 
by voluntary agreement) each butter factory paid a levy of so 
much a pound on its output into a fund which was used to pay a 
bounty on all exports. This raised the Australian consumption 
price by the amount of the levy and, as exports were subsidized, 
increased the quantity sold abroad. 

The economic and welfare weaknesses of this type of scheme 
are considerable: economically it is unstable, for increased prices 
(relative to other farm products) increase production, and as this 
leads to a greater volume of exports, the same rate of export 
subsidy per pound of exports cannot be maintained without an 
increase in the tax on that portion of the total output consumed 
in the domestic market. In other words, if the programme effec¬ 
tively raises profits in dairying and output expands, the tax on 
home consumption and total consumer outlay must keep increas¬ 
ing tor profit margins to be kept constant. Moreover, and iust as 
important, the Australian consumer with this system is forced 

increasing the returns to dairy farmers as a large portion of the 
consumer subsidy is, in effect, donated to overseas purchaser! 
of Australian butter. Unfortunately, the evils of this type of sub¬ 
sidization do not end here, but we will consider the various con- 
equences of marketing schemes more fully in Chapter 10 
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increased nearly 40? in the seven years ending 1936 and this 
expansion reflects how desperately farmers needed cash at that 
time: although the price of butter fat was not high, a monthly 
cream cheque gave a steady, if small, cash income. In 1936 the 
importance of sideline income fell with rising wheat prices, and 
the increase in dairy cow numbers was quickly arrested. However, 
by 1938, wheat prices had fallen once again, and since Australian 
unemployment levels were even then around 10?, opportunities 
for ready employment off farms were scarce so family farm labour 
turned once again to producing more cream or milk as a method 
of maximizing farm incomes. 

In 1934 the “Paterson Plan” was superseded by a new compul¬ 
sory price equalization scheme. The administrative weakness of 
the voluntary 1926 scheme was that it depended upon the loyal 
adherence of butter factories and this was sometimes difficult, 
for any factory not joining the project was able to sell all its output 
on the higher-priced Australian market without making any con¬ 
tributions towards export subsidization. Largely to overcome these 
handicaps the 1934 equalization scheme was introduced, and 
although the method of increasing domestic butter prices was 
slightly different 2 from the “Paterson Plan” the net effects were 
much the same. Nevertheless, the authority for legal compulsion 
was short-lived as the Commonwealth Acts concerning this scheme 
were shown to be unconstitutional in 1936. After that the scheme 
survived, like its predecessor, by voluntary agreements with the 
butter factories. 

With the outbreak of war the situation within the dairy industry 
quickly changed. Unemployment gave way to full employment 
and, with alternative jobs, many farm workers who had previously 
tended cows (which most disliked) went into munition factories 
or joined the forces. Rural entrepreneurs had to pay heavily in¬ 
creased real wages to arrest the movement of labour into readily 
available and well paid alternative jobs; and moreover, as dairy 
farming labour costs are a large portion of total costs, profits from 
this form of rural activity fell relatively rapidly. At the same 

2 Through legislation restricting the total output of each butter factory 
which could be sold on the Australian market to a particular percentage. 
The rest had to be dumped abroad (or, alternatively, the difference between 
export price and domestic price paid into an equalization fund if exports less 
than the prescribed amount, and a similar receipt from the equalization 
fund if exports exceeded the prescribed amount). 
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time prices of other farm products tended to rise more, and in 
the circumstances mixed farmers turned to producing those 
alternatives which gave the greatest receipts from the least expen¬ 
diture of labour. 

With the arrival of American troops in Australia and' the cessa¬ 
tion of supplies to Britain from Continental Europe, demands for 
Australian butter quickly expanded. In 1942, in an attempt to 
increase production without raising the domestic consumer price, 
realizations of the industry were supplemented by a direct Com¬ 
monwealth subsidy. However, the net effect of this increased 
assistance was merely to retard the movement away from dairy 
farming, for not only had the price of alternative products risen, 
but dairy farmers experienced acute operational difficulties: it 
was practically impossible to buy new machinery, and labour was 
hard to obtain, expensive, and often inexperienced. In fact, con¬ 
sidering the frustrations and difficulties experienced in this period, 
it is probable that output would have fallen more if many dairy 

armers had not found it easy to avoid paying income tax on their 
cream cheques. 

In 1947 the dairying industry was reorganized under a new five 
year scheme in which all States participated. The Commonwealth 
subsidy was retained to keep domestic butter prices at a low level 
and farmers selling price was regulated in regard to costs of 
production. It was intended that the scheme should be self-sup¬ 
porting; for with export prices in excess of the guaranteed levels, 
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subsidy with increased production costs. By 1951 the Common¬ 
wealth subsidy was l/VAd. for every pound of butter consumed 
in Australia. However, in a new stabilization scheme which came 
into operation in 1952, the amount of Commonwealth subsidy was 
maximized at 1/lJsd. per lb.; and with increases in production 
costs, retail prices have risen in proportion. 

In the post-war years the importance of dairy products as major 
export commodities has sadly declined. For instance, exports 
of butter in 1951/52 were only 132 of the average volume exported 
during 1935/39, 3 and this is the only Australian dairy export likely 
to be of long-term importance. The quantity of Australian cheese 
is extremely low in comparison to European types; while for 
powdered milk and associated products, the future is not bright 
when the expansion of dairying in industrial countries (tariff 
protected) is considered. 

Besides the influences of lower than “normal” domestic butter 
prices and an expanded population, two other factors have led 
to a reduction in the volume of exports. 

Firstly, and quite desirably, Australians are drinking more milk 
and eating more cheese than in pre-war and earlier days. This has 
led, in the last twenty years, to a decreasing amount of milk being 
available for butter manufacture and for export; for example, in 
1929/30, 772 of Australian milk production was used for butter 
manufacture: in 1953/54 the proportion had fallen to 632. 

Secondly, and extending beyond this influence, is the fact that 
margarine production in Australia is restricted by law to 9,200 
tons per year (butter consumption being 115,000 tons per annum). 
Not only has it been difficult for consumers to obtain this product 
but the quantitative restrictions themselves have effectively inhi¬ 
bited any movement towards producing a better margarine pro¬ 
duct. Also, with consumer butter prices excessively subsidized 
in several post-war years, there was little or no reason to purchase 
an inferior product. For instance, in 1950/51, Australian retail 
butter price was 2/2d. and margarine sold at 2/ld. per lb. Of 
course, this absurd restriction on the production of margarine 
should be lifted immediately; for not only is it of doubtful efficacy 
to the dairy industry, but at the same time, it restricts the growth 
of Australian whaling and vegetable oil enterprises. 

Still, this is only one small point, and in fact, the problem of 
rehabilitating the dairy industry goes back far beyond the 


3 In 1953/54 exports rose to 41 % of the 1935/39 average. 
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present Commonwealth marketing legislation. Unfortunately, 
under the existing marketing system, unless anything unforeseen 
happens, Australian dairy production will continue to fall and, 
in a few years, Australia will become a butter importer. 

Although varying sale prices with changing production costs 
give dairy farmers constant money incomes, this type of scheme 
can never lead to an increase in the output of dairy products so 
long as it remains more profitable for farmers to grow other 
products. If the output of dairy products is to expand within this 
system, the returns to dairying must be at a level sufficient to 
allow the industry to have a comparative advantage in profits, 
or alternatively, the receipts from substitutable production must, 
as with the dairy industry, be controlled. This process would entaii 
the socialization of all Australian rural activities. Indeed, the main 
houble with the socialization of a particular industry is that it 
demands a similar fate for associated activities. 

However, this growth of Federal power and control can be 
readily prevented, and the dairy industry largely rehabilitated 
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employment will in all probability be the rule rather than the 
exception in the future, it follows that output is unlikely to increase 
as rapidly and remarkably as in the early thirties if alternative 
product prices should fall. If full employment is maintained mixed 
farm surplus labour will go to other occupations and sideline 
dairying will not expand with falling rural prices. In view of this 
consideration it is logical that output expansion of the Australian 
dairy industry rests even more with the specialized dairy farmer. 



PART II 


The Effects of Government Policy on Rural 

and Other Production 




CHAPTER 6 


Changing Input Costs and Product Prices 

B efore we consider the manner in which government policy 
may affect the volume of rural and other Australian produc¬ 
tion, it is necessary to understand the movements of productive 
resources (inputs) which follow changed relative profits between 
rural and other enterprise. As profits from producing goods or 
services are the residual between total costs and receipts, any 
alteration in either the costs of production or the selling price of 
the product may influence the level. Hence it will be necessary 
for us, in attempts to estimate the probable alterations in the 
volume of production between rural and other industry, to inves- 
tigate the effects of both changed input costs and product prices. 

At the same time, however, we must distinguish between varia¬ 
tions in the volume of rural production which follow immediately 
after an alteration in profit margins, and the deviations which may 
result m a greater duration of time. For instance, in a period of 
a tew years-as has been suggested in Part I-farmers and graziers 
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a switch in profits between our industries, we will consider each 
of these three inputs in turn. 

Land, through its inherent characteristics, occupies a unique 
position compared with the other rural productive inputs. Firstly, 
as the physical quantity available for use cannot be rapidly altered 
like capital (machinery etc.) switches in demand cannot be offset 
by changes in supply. Secondly, as the use of land outside the 
rural industry is restricted to building sites or transport facilities, 
when the demand for land alters in the rural section of the 
economy, it cannot, like labour, be readily supplied from, or made 
available to, non-rural users. Therefore with a fall in demand 
which follows declining rural profits, land supply has a very low 
elasticity for there is a lack of alternative productive use outside 
agriculture; and indeed, in a period of a year or so, the elasticity 
is near zero. When the demand for land increases following a 
rural profit rise, the elasticity is not so low in countries like Aus¬ 
tralia as small additions in the physical quantity available are 
obtainable from marginal areas and virgin lands. 

Unlike land, labour is much more readily substitutable between 
rural and other occupations and, in fact, the elasticity of rural 
labour supply varies with employment levels in non-rural sections 
of the economy. With high levels of labour demand outside rural 
industry, the opportunities for jobs away from farms for rural 
workers expand; while with general unemployment in secondary 
and tertiary industries, alternative occupation for farm workers 
is restricted', and rather than be totally unemployed, rural labour 
is willing to accept the alternative of lower real wages. This 
means that in depression periods real wages for rural occupation 
fall without much change in the numbers employed, while in 
other parts of the economy real wages tend to remain constant 
although employment levels decline. Thus when general un¬ 
employment occurs, the supply of rural labour is extremely 
inelastic, regardless of relative real wage rates. Alternatively, with 
increasing levels of employment in non-rural occupation, the 
elasticity of rural labour supply becomes greater with the avail¬ 
ability of alternative jobs away from farms and is, in actuality, 
influenced to an increasing degree by the relationship between 
real wages in and out of rural occupation. In Australia, as the level 
of employment for the whole economy is largely associated with 
the conditions of rural export prices, we find rural labour costs 
vary directly with rural profits (although there is a time lag for 
changes in labour costs, especially following falling prices). 
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As with both land and labour inputs, the supply of rural capital 
is extremely inelastic with falling profits, since farm machinery 
and fixed improvements (other than cars and trucks) have no 
alternative use outside agriculture. With an upward movement of 
rural profits, both because new investment is considered profitable 
and machinery is substituted for labour (rural real wage rates rise 
relatively rapidly with increasing product prices), the elasticity of 
capital supply increases. 

With these basic principles in mind we are now in a position 
to analyse the effects of changes in profits between rural and other 
industry and we shall consider three examples. In the first instance 
we shall examine the consequences of a relative profit fall within 
rural industry in periods of general unemployment (which of 
course corresponds to depression); secondly, we will investigate 
the effects of a relative profit rise for rural industry with full 
mployment (this being equivalent to a boom), and lastly, the 
conditions necessary to maintain the volume of output between 
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Australia should be different in similar periods. Thus with an 
equal fall in product prices and input costs, no profit advantage 
accrues to individual farmers from producing a lesser amount and, 
as a result, there is no movement of productive resources out of 
rural occupation. 2 Moreover, interest charges and some taxes (e.g. 
land) are fixed in terms of money, so increasingly greater portions 
of total farm income are expended on these fixed amounts (an 
equal decline in input costs and product prices gives an equal fall 
in unit profits). In attempts to cover charges of this nature and to 
preserve farm income, a short-term expansion of rural production 
usually results when rural product prices are low. 

In the long run the situation is quite different. If, through 
spontaneous causes or the consequences of government policy, 
profits in the rural industry are permanently depressed compared 
with the rest of the economy, constant lower profits in the former 
will restrict the main body of new investment to the latter; and 
with a relative expansion in non-rural industry, labour in rural 
areas becomes redundant (accelerated by any introduction of 
labour-saving techniques), while demand slowly increases else¬ 
where. Non-rural industry offers higher real wages to obtain a 
larger labour force and workers move out of farming areas to 
receive the greater reward—this movement being slow with general 
unemployment and becoming more rapid as the level of employ¬ 
ment rises. Although land values and rents fall in the long run 
(as in the shorter period) with decreasing rural profits and invest¬ 
ment demand, as labour input costs (owing to employment oppor¬ 
tunities in other industries) and capital input costs (being sup¬ 
plied by other industries) 3 cannot fall by such a degree over the 
years, only land costs tend to fall by the amount of the original 
rural profit decline. Furthermore, as we shall see in Chapter 8, 
it is usually impossible for the price of land to fall sufficiently to 
equalize total production costs at a new level which is appropriate 
to the absolute decline in product prices. In other words, in the 
long run, rural product prices fall more than input costs (as a 

2 As farmers do not know the course of future prices and, as they have 
few liquid assets, they do not store grain during a depression; therefore 
grain prices fall, and' pig and poultry production-which are dependent 
upon grain as an input-remain unchanged. If through government policy 
grain prices are maintained at relatively high levels, pig and poultry pro- 
auction fall. 

3 Over an extended period of time farmers are unable to reduce machinery 
and fixed improvement costs-as they do in a few years of depression— 
for capital wears out or becomes obsolete. 
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whole). As a result marginal producers are forced out of business 
or alternatively, a land boom subsides and the area of land 
used increases more slowly or remains constant.- 1 

In our second example we assume the opposite conditions: that 
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altered, they must change in a manner which allows the profits 
from input employment (or their sum to produce a unit of out¬ 
put) to remain constant in the various parts of the economy. 7 

Since input costs and product prices may be changed in dif¬ 
ferent sections of any economy by appropriate government policy, 
it follows from the above analysis that it is possible to alter the 
whole face of the productive capacity away from uninhibited 
laissez-faire levels. This has been done in Australia. We shall now 
examine the various ways in which government policy can and 
has changed the productive pattern of the economy. As the chief 
policies which alter the balance of output between rural and other 
industries are usually expressed in the form of exchange rates, 
tariffs (and variants). Imperial Preference and marketing, we 
will consider each of these methods in turn. 


7 Assuming equal technological change in rural and other industry. As 
tins is valid in a shorter period, in our analysis the effects of improved tech¬ 
nology will be disregarded. However, it may be noted that as imperfect 
competition exists in non-rural industry, the entrepreneur is often able to 
choose between the adoption of a new technique and its postponement 
without distorting existing profit margins. With the competitive structure 
of the rural business unit this is not possible as fanners who delay in intro¬ 
ducing a new technique experience reduced profits. Public funds appropn- 
ated to agricultural and pastoral research benefit the consumer in the long 
run for as all the industry (outside Australia as well as within) takes up 
the’improved methods, more or better is produced for the same amount 
of input employment. Price will fall with increased supply (assuming con¬ 
sumer income and population do not increase) and as the priceelasticity 
of demand for rural products is inelastic, rural income declines. Only those 
oroducers who first introduced the new technique gain an ephemeral benefit, 
and rural income remains depressed until the redundant productive resources 
move to other enterprise. 
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products are usually complementary inputs to production and 
investment in other industry, and because they do not by then- 
nature enter international trade, exchange rate adjustments have 
little immediate effect upon this industry. In other words, although 
changes in exchange rates may conceivably affect some home- 
trade production on the fringe of price substitution to either 
import-competing or export production, most influences will act 
through any residual changes in Australian domestic investment 
and employment (Chapter 8). 

We will return to consider the home-trade industry in greater 
detail in the next chapter but will, in the meantime, appraise the 
induced effects of three changes in exchange rates at different 
stages in the economic climate. Firstly, we will examine the 
probable influences on relative domestic production and on the 
balance of trade of a depreciation of the Australian pound when 
unemployment is prevalent in the most important trading nations. 
Then we will investigate a depreciation under conditions of full 
employment in the world’s most important trading countries; and 
lastly, as there have been suggestions of an appreciation of the 
Australian pound in recent years, the outcome of such a policy. 

To be in a position to assess the consequences of any alteration 
in the rate of exchange we must not only examine the probable 
changes in price which may result for the various imports and 
exports, but at the same time investigate the likely changes in the 
quantity demanded following the initial alterations in price. The 
latter point is essential, not only to establish the eventual influ¬ 
ences on the balance of trade, but also to gauge the subsequent 
effects on the detail of the Australian productive pattern. There¬ 
fore we will consider in each of our examples four elasticities: 
those of foreign supply and domestic demand for imports; and in 
relation to exports, the elasticities of Australian supply and foreign 
demand. In this way we will be able to suggest the probable 
changes in value (quantity x price) of both imports and exports m 
our three examples. At each instance in the following discussion-to 
avoid confusion-we must assume that quantitative controls over 
imports and exports are non-existent and that Australian ad valorem 
tariff rates remain constant. As specific duties are relatively unim¬ 
portant this gives an equal percentage variation in the Australian 
landed price with a given percentage change in c .1 f. import prices 
which follows an alteration in exchange rates. Although a policy 
of constant tariff rates with switches in the international pric 
of AuSan currency is unlikely in practice, it allows us to judge 
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the consequences of exchange adjustments without unnecessary 
complications. Later, after we have considered die effects of tariffs 
in the next chapter, it will be possible to estimate the results from 
any concomitant switch in exchange and tariff rates. 

In our first example we postulate a devaluation when consider¬ 
able unemployment exists in the trading nadons of the world: 
these conditions approximate to those existing at the time of the 
Australian devaluation against sterling in the early thirties. As 
Australia imports a large portion of the output of much British 
industry, and because it is difficult to expand sales in other coun¬ 
ties when large scale unemployment is widespread, a sudden 
devaluation of Australian currency in these periods is likely to 
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for imports lies around 1*1. If we suppose there is no consumption 
substitution of British products for imports from other countries, 
then the conditions of import supply and domestic demand as 
suggested above give, with a 10% devaluation, a decline of 2% in 



FIGURE 3 

AUSTRALIA: PRICE ELASTICITY OF DEMAND FOR IMPORTS WITH UNEMPLOYMENT. 

NOTE: It is impossible to establish a statistical curve for the price elasticity 
of demand for imports in the post-war era due to the violent changes in price 
and volume of imports which have occurred and the small number of years 
which can be used. As alternative Australian products arc not necessarily avail¬ 
able in these periods (full employment), price plays a much lesser part in 
influencing the volume imported than when inventories of both import- 
competing products and imports arc high. It may be assumed a rise in price 
would reduce imports somewhat and vice versa, but due to the lack of substitu¬ 
tion choice between domestic and overseas goods, the price elasticity would be 
severely inelastic. (In Figure 3 the influence of income has been removed by 
statistical methods and in Figure 4 the effects of price have been similarly 
subtracted.) 
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the value of imports in Australian money and 11£ in foreign cur¬ 
rency. Nevertheless, we must remember that as the price of 
imports rises relative to Australian internal production, allowance 
must be made for an increasing substitution of domestic for over¬ 
seas products. In all, the total value of imports may decline 15% 
or more in foreign money. 2 

To gain a complete picture of the effects of devaluation (in 
periods of unemployment) on the balance of trade and produc¬ 
tion, we must now turn to consider the probable consequences 
on the other side of the scales: that is, to judge any changes 
which are likely to be evoked in the value of exports. 

As the marginal reduction in Australian imports following a 
devaluation is not a large part of the total production of any 
exporting nation (including the U.K.), such a policy will not 
severely depress the national income in any of these countries- 
thus we may conclude there is no induced reduction in demand 
or Australian exports. In fact, we shall suppose overseas national 

income is constant both before and after the Australian depre¬ 
ciation. 1 

B ecause prices of Australian non-wool exports are set in external 
markets-or by long-term contracts and international agreements- 

mon P v.tW Ce ° f tHeSe f Xp ° r V WiU remain constant in foreign 
d^preciah^ ^ “ AustraIian currency by the ratio of the 

the^orldTbii 6 ? d ° g r tic c ab0ut wooL Not on, y « Australia 
he world s biggest supplier of apparel wools, but practically all 

domestic production is sold at internal auction sales^n Australian 

cunrency; hence the immediate development is to lower wool 

A s 7s e^nSv *7 *1 degree ° f ^ devalua ^n, and 

d^int the sen ^ .S Pa " en ^ e " chan f e ad i ust ™ents should occur 
th7 w£ h S "• Moreover > Acre is reason to believe that 
the fordgn currency price of Australian wool would not return to 

pamy W. h pre-devaluation prices, and consequently any.trea e 
m Australian pnce would not equal the ratio of the depredation 
Several factors lead to this conclusion. Firstly, as we have ee i 

raW P^oes have little effect OD nlZ", 

and __ 
difficult 

4 and suggest’” hen' '1 ThU 15 sho ™ in Figure 

limit to I! use of devduahoT JS ^ fa r f aC J hed ’ Acre is a definite 
of imports. UevaJuabon or tariffs as a method of reducing the value 



Rural Industries in the Australian Economy 

demanded'; secondly, wool buyers appear to be in a stronger 
monopoly position than selling brokers in the auction room and 
are able to exert this greater influence to hold wool prices (in Aus¬ 
tralian currency) near the levels existing before the devaluation. 
Lastly, and associated somewhat with the second consideration, 
is the different attitude towards holding stocks by growers (or 
selling brokers) and manufacturers. As growers sell, no matter 



NATIONAL INCOME (Real Terms) 
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AUSTRALIA: AVERAGE PROPENSITY TO IMPORT. 
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what the price, and as manufacturers usually hold stocks and can 
postpone purchases for a few months, the very short period elas¬ 
ticity of wool supply is probably much lower than that of 
demand: ,n fact the elasticity of the latter could be infinite over a 
month or two. Consequently, as manufacturers can delay in pur- 
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With these supply and demand functions for Australian exports, 
a 10% devaluation increases their total value about 9% in Australian 
money and decreases foreign currency earnings 1%. 

Although the value of exports falls slightly in foreign currency, 
the probable reduction in the value of imports is about 15£, and 
any balance of payments deficit is mitigated through a reduction 
in imports (but see footnote page 81) with the terms of trade 
turning slightly against Australia. Under these circumstances the 
greatest expansion of profit margins would be generated in non- 
British import-competing enterprise; that part of the import- 
competing industry which is in contest with United Kingdom 
goods and the non-wool export industry receives a lesser advant¬ 
age; wool growing comes lower on the scale, while the least 
immediate benefit goes to home-trade activities. 

We should note, however, that higher export prices in domestic 
money combined with additional import-competing profits and a 
reduction of imports have an expansive influence on the economy. 
If with increased employment which should follow, labour and 
other inputs are able to raise their real rewards, the price of import- 
competing products may rise as much as the original increase 
in price of imported goods. In this case the change in price 
between imports and import-competing products evoked by de¬ 
valuation is offset, and as the desired price discrimination is not 
achieved, any attempts to correct an external trade deficit would 
be abortive. 

On the other hand, we are considering a case consistent with 
unemployment, and on such occasions the danger is not par¬ 
ticularly acute (as in our next example), for extensions in 
demand can be supplied from productive resources which are 
without occupation. All the same, as an increase in labour employ¬ 
ment is likely to result, real labour costs will rise most within the 
export industry, for as we saw in Chapter 6, expanding alternative 
job opportunities for farm workers cause the real costs of rural 
labour to rise relatively rapidly. Largely as a result of this factor 
no section of the export industry obtains a profit increment on 
a scale equal to any import-competing activity, and if investment 
follows suit, the greatest relative expansion is in import-competing 

production. 

Our second example—devaluation in periods when employment 
levels in the major trading nations of the world are high-could 
be introduced to reduce or prevent a trade deficit when internal 
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money inflation or expanded national income^ increase pressure 
on overseas payments. This state of affairs has existed in recent 
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example, through an unemployed pool—it is unlikely that total 
rural production will expand rapidly. If these assumptions are 
acceptable, and taking the wool/non-wool export values as the 
ratio existing in the three years ending 1951/52, export income 
increases 6% in Australian money and falls 4% in foreign currency. 
As the volume of exports is considered to remain constant, average 
export prices parallel the reduction in value and also fall 4% in 
overseas money. 

Taking the change in import and export values together, 
although the terms of trade move more against Australia than 
in depressed periods, the correction to any balance of payments 
deficit is not so severe; and in reality a devaluation acting alone 
may not remove an adverse trade balance. The original price 
discrimination against imports along with expanded money de¬ 
mand resulting from greater export incomes (in Australian 
money), causes the demand for import-competing goods to move 
rapidly upwards. Unless this dilation of demand is offset by 
jippropriate treasury and banking policy, the movement is effec¬ 
tively inflationary in association with residual multiplying effects, 
and removes the initial price disparity formed between imports 
and import-competing products. Moreover, since the value of 
imports may increase more than income with full employment 
(Figure 4), strong money policies are essential to hold any 
devaluation. 

Nevertheless, as the devaluation policy reduces the price of 
wool in foreign currency and raises the Australian price of other 
exports against wool, if the increases in money demand are con¬ 
trolled by other means, this policy has many commendable features 
compared with import restrictions. As we shall see in Chapter 9, 
quantitative import restrictions influence the pattern of Austra¬ 
lian production in a manner essentially opposite to devaluation, 
and because of the desirable productive features forthcoming with 
the latter policy, we shall conclude that depreciation is a desirable 
aim. However, we must not allow conclusions to run ahead of our 
survey, and shall reserve discussion of this subject to a later stage. 

We will now consider our last model: appreciation, with tu J 
employment at home and abroad. As the probable future British 
policy' will be to sell as much as possible on the export market 
supplv from the United Kingdom is likely to keep up with demand 
increases in other countries, even if this requires starvation in 
the British domestic market. As Australia consumes only a small 
part of the production from other nations, any additional impor 
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after an appreciation will not exceed the current supply position 
of these areas. As a result (with ad valorem tariffs remaining un¬ 
changed) an appreciation will lower landed import prices in 
ratio to the alteration in exchange rates. 

As shown above, with full employment, the value of imports 
is controlled mainly by the level of income, and if national in¬ 
come remains constant, approximately the same value of Aus¬ 
tralian money is spent, plus a margin for the increased imports 
winch result from a price substitution of imported products in 
place of import-competing. If these two sources of merchandise 
were fully competitive before appreciation, a 10% reduction in 
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world” real income); stocks of raw wool held' by manufacturers; 
and quality, price and elasticity of supply of synthetics. 

If we say Australian wool prices fall 5? with a 10? appreciation 
and other export prices fall by the ratio of the exchange alteration, 
in the four years ending 1950/51 (expressive of wool/non-wool 
value ratios which would allow Australia to be in a position to 
contemplate appreciation) export income falls 71=? in domestic 
and rises 2 / 2 ? in foreign currency. 

As the foreign value of imports increases 15? or more, the mar¬ 
ginal value of imports rises from five to ten times the marginal 
expansion in the value of exports, and owing to pressure on the 
balance of payments which would follow, exchange control or 
some other form of import restriction would be essential for 
appreciation to work. In other words, it would be necessary to 
restrict competition between imports and import-competing 
wares, so in actuality, the latter would have disproportionately 
high profits. In this case profits obtained in export production 
would be relatively unprofitable to all other industry and produc¬ 
tive resources would move out of the former to give, in time, a 
much reduced volume of exports with the least decline in wool. 
Indeed it is conceivable that wool production would expand with 
its substitution for other rural enterprise. With an increasing 
Australian population consuming an ever greater portion of the 
export surplus (especiallv products other than wool), combined 
with future uncertainty about wool prices, the appreciation policy 
is economic suicide. 
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fundamental reason for international trade is that a general in¬ 
crease in national and world income can result from the exchange 
of goods and services between different nations; those countries 
which produce goods with relative international comparative 
advantage export such products and import goods whose produc¬ 
tion is unfavourable in the domestic economy. Forceful state¬ 
ments about protection from cheap foreign labour do not usually 
take cognizance of this two-sided nature of international trade, 
and the general domestic interest is often warped by propaganda 
from strong sectional pressure groups. If protection against goods 
made in countries where wage rates are low were as important 
as some of its protagonists would have us believe, then Australia, 
North American and European countries would not export to those 
nations. But Australia exports wool to Japan and naturally so, for 
there is a comparative advantage in natural wool growing re¬ 
sources which still exists after high wage rates are paid. Indeed, 
the high real wages reflect the profusion of these resources; 
while alternatively, in some other countries the paucity of natural 
resources enforces low wage levels. 

The manner in which tariff impositions increase the competitive 
nature of the import-competing industry for productive resources 
in Australia has many side effects which can be illustrated most 
effectively by diagrams, and this flow of costs and prices with 
resultant changes in production, is depicted in Figures 5 and 6. 
Owing to the unique position of home-trade enterprise, the effects 
may vary somewhat between occasions when unemployment is 
of sufficient degree to cause current possible home-trade output 
to be in excess production (Figure 5), and when employment is 
at a level adequate to make home-trade products scarce resources 
for other production (Figure 6). Traditional works considering 
this point suggest the home-trade industry passes on the excess 
costs of protection which fall upon it, and that, in time, all excess 
costs fall on fixed income recipients, buyers of luxury goods and 
the export industry. Actually, this view is restricted to the condi¬ 
tions of full to over-full employment. 

Home-trade products consist of bulky or perishable goods for 
which freight costs are high compared to value, services and pro¬ 
fessions: or in alternative classification, basic materials (bricks, 
timber, coal, etc.); utilities (transport, waterworks, electricity, 
gas, etc.); professional services (lawyers, politicians, bookmakers, 
priests, teachers, etc.); the wholesale and retail trades and market 

gardening. 
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The change in employment of basic materials such as bricks 
and coal depends, in the main, on the level of investment activity. 
For instance, if there is no investment, building materials are 
as replacements. The use of fuel varies directly with 
changes in investment but not within current output as, for 
example, the consumption of coke in a single blast furnace in¬ 
creases less than proportionately to production if two shifts are 
worked instead of one, but if a new blast furnace is constructed, 
coke employment is doubled. In other words, employment of basic 
materials changes less than proportionately with varying produc¬ 
tion inside existing investment, while with a marginal extension 
of investment construction, basic material use expands rapidly. 
With widespread unemployment, construction activity is low and 
in such periods Australian basic materials are in potential or 
actual surplus. Moreover, as different kinds of basic materials are 
to varying degrees substitutes, competition for use does not allow 
excess costs to be passed on to consumers. 

Transport, waterworks, gas and electricity are usually govern¬ 
ment utilities, and as they may or may not run at a loss, there is no 
question of passing on costs. If any of these services are owned by 
private enterprise they arc competitive with substitutable govern¬ 
ment services; or alternatively, prices are subject to government 
control (e.g. the pre-war Adelaide Electricity Trust). Wholesale 
and retail trades work on constant margins which are rarely 
changed except in periods of full employment. Market garden 
auction sales are reasonably free of sellers’ price rings, and no 
opportunity exists for directly shifting costs. Professional services 
such as medicine and law may have scope for transferring 
increases in costs, but as these services only engage a small por¬ 
tion of total market expenditure, the effects may be disregarded. 
In any case, the ease of shifting the burden of cost increments 
is being progressively restricted by the growth of the welfare 
state. 

As many firms within the home-trade industry compete only 
with a small number of enterprises producing the same goods or 
services, price competition between them for the sale of their 
particular wares is almost invariably restricted by mutual agree¬ 
ment. With such a set-up (oligopoly), competition for expanded 
markets by particular firms finds expression in such devices as 
advertising, and prices tend to remain constant except in periods 
of full to over-full emplovmcnt. As high levels of resource employ¬ 
ment are paralleled bv'steep rates of investment activity and 
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elevated real income, the demand for home-trade products 
inclines towards exceeding the supply; competition between 
substitutable products is not so important, and in reality, pro¬ 
duct prices may be increased more than any expansion of input 
costs would warrant. 1 2 In general, we can say the home-trade 
industry (as a whole) passes on costs to an excessive degree in 
periods of full to over-full employment, while with large scale 

unemployment, it is in much the same position as the export 
industry.- r 

Inasmuch as opportunities for profitable investment in the 
home-trade industry expand with shifting of cost increments to 
an excessive amount when employment levels are high, the de¬ 
mand for labour and capital inputs (and therefore their price) 
inflates more than in periods of general unemployment. This 
influence evokes a lower rate of profit in the import-competing 
and export industries than similar tariff increases when unem¬ 
ployment is prevalent, for not only do capital and labour resource 
costs increase more, but costs also rise inasmuch as both these 
industries use home-trade products as inputs. In fact, this move¬ 
ment hastens the progress of productive resources out of the 
export industry (assuming, as we shall, constant export product 
prices); and owing to the relatively high induced cost structure, 
demands for higher tariffs or other protection recur with increas¬ 
ing rapidity. 

Not only do increased labour and capital costs lower profits 
in the export and, with unemployment, the home-trade industry, 
but as shown in Figures 5 and 6, the excess costs are also borne 
by those who purchase luxury goods or live on fixed incomes. 
Manufacturers of luxury goods hand on any increases in cost, 
and as buyers of these wares do not use them as inputs for other 
production, excess costs must stick with final purchasers. Although 
State pensioners usually receive constant real incomes (in relation 

1 For some products presumably up to the level of price competition with 
similar imports. See footnote, p. 77. 

2 In times of prolonged unemployment a net movement of resources into 
import-competing industry (as a result of tariffs) will raise demand for some 
home-trade products, as the latter usually have greater complementary con¬ 
nections with import-competing than export production. This will inhibit the 
movement of resources out of home-trade production and, in time, may 
expand total output. However, there is little opportunity for making excess 
profits, for although particular production may have oligopolistic or mono¬ 
polistic structure, there is still competition with alternatives. 
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to political expediency), as annuities, superannuation, insurance 
and bond interest payments are generally constant in money, 
fixed interest holders are unable to pass on the excess costs of 
tariff protection. In other words, the real purchasing power of 
fixed money incomes falls. 

In Chapter 6 we suggested that land prices (rents) fall with 
depressed rural profits to alternative enterprise, but the actual 
degree of the fall as generated by a relative and absolute decline 
in export profits depends upon two factors. Firstly, as land prices 
are proportional to expected rural profits in the long run, the rise 
in real labour and capital input costs following tariff increments 
lowers the price level by depressing rural profits,—and, as we have 
seen, the range of any increase in labour and capital costs is 

influenced largely by the levels of employment at the time in 
question. 


Then secondly, the change in land prices turns upon the amount 
of labour and capital used in relation to land to produce the 
export product. If, as in fruit and dairy production, labour and 
capital costs are a large portion of total costs, land prices will be 
prone to decline considerably as profits are affected most severely. 
Alternatively, where labour and capital costs are not so important 
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resultant increasing tendency of price support for good land by 
wool- and meat-growers, combined with the tariff-induced restric¬ 
tion in supply, the price of such land does not fall as much as the 
protectionist policy would warrant. 4 The price does not fall 
enough to equalize increased labour and capital costs (the price 
of unimproved poultry land may need to fall to a very high nega¬ 
tive amount) and, as a result, the profits from growing various 
export products change inversely with the proportion of labour 
and capital to total costs in producing the products concerned. We 
should note in passing so as to avoid confusion, however, that 
this does not mean that the absolute decline in the price of better 
land is less than for poorer quality,—it is likely to be considerably 
more. 


Since changes in relative profit margins evoke similar altera¬ 
tions in production in the long run, tariffs have caused the least 
decline in wool, beef, mutton and lamb production. Indeed, it 
it is conceivable that the output of these products (in particular, 
wool) may expand with a substitution towards their production 
in higher-rainfall areas. The consequences of protection on wheat 
production have been more severe, and the export products most 
affected have been those using a high proportion of labour and 
machinery to land, and among these are dairy products, fruit, 
wine and poultry. This infers that subsidies paid towards the pro¬ 
duction of the latter products have not been, as many believe, 
protectionist, but have merely offset some of the more savage 
developments of protection granted to import-competing in¬ 


dustry. 5 & 

Considering the export industry as a whole, output will decline 
until the profitability of export production is in long-term equili- 


4 Naturally there are other reasons (devaluation, subsidies, speculation, 

etc.), but the above prove the point in regard to tariffs. 

& As tariffs are implemented for the express purpose of forcing productive 
inputs away from export activities, the cycle appears crazy. Fortunately— 
for Australia, and especially as protection for all is * good politics—this may 
not be so. If this form of protection is adopted and if, as a result, imports are 
restricted, the export surplus expanded and the tariff revenue pays the rural 
subsidies, then the policy is comparable to beggar-my-neighbour devaluation. 
This policy will raise effective demand and employment in periods when 
unemployment exists (if other nations do not retaliate). With full employ¬ 
ment the policy is inflationary and conducive to balance of payments diffi¬ 
culties in die long run. The policy (without retaliation) allows an expansion 
of import-competing production without the induced destruction of much 

of the export industry. 
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brium with other industries. 5 Although labour and capital 7 input 
costs rise as a result of tariffs, this effect and the excess profits 

# (.which includes home-trade enterprise with 
high employment levels), are offset in the rural arena bv the sum 
of lower land values, the concentration of production on better 
quality land and, ass um i n g diminishing returns as we have on 
page 75, average increasing returns to unit labour and machinerv 
inputs as export production becomes less intensive.* 

As many export products are consumed within Australia, a 
gi\en reduction in output may produce a much larger percentage 
decline in actual exports. As only about 97 of Australian wool 
production is consumed domestically, a given decrease in output 
leads to much the same fa ll in the volume of w ool exports. How- 

« With unemployment, output on family farms nuv not fall in the short run. 
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ever, for most other products the variation is considerable. A 
10% decline in output would, at present domestic consumption 
levels, reduce wheat exports 18%, butter exports over 30%, beef 
and veal 90?, and lamb 43?. (Small production changes through 
seasonal influences have a similar effect.) Therefore the present 
protectionist policy increases Australia’s dependence upon wool 
for earning foreign currency, for not only do tariffs have little 
influence on the total amount of wool production, but the margin 
exported is reflected less than other export products in a changed 
output. As non-wool exports are a large portion of the total value 
of exports when wool prices are low (and even over 50? in recent 
years), it is necessary, if the balance of trade is to be kept in 
order, that the value of imports should decline through tariff in¬ 
crements by at least as much as the value of exports. This is a 
most important part of any investigation into changing produc¬ 
tion, for it is directly concerned with Australia’s ability to with¬ 
stand variations in the international economic climate. Indeed, 
the process goes much further than this, for Australian external 
prestige is largely concerned with the strength of its overseas 
balance sheet. 

The impact effect of a tariff is to raise the price of imported pro¬ 
ducts in the domestic economy, and therefore, if imports have a 
price elasticity of demand greater than unity (which infers alter¬ 
native Australian goods are available and not inferior), a lesser 
amount of Australian money is expended on imported articles 
and more on domestic substitutes.” If the demand elasticity for 
imports is equal to unity, the value of import consumption remains 
the same before and after the tariff imposition, and as a result, 
total amount spent on Australian alternatives remains constant. 
When the elasticity of demand for an import is less than unity 
(suggesting the Australian alternative does not exist or is very 
inferior), a tariff increases consumer expenditure on imported 
wares, and the demand for Australian products declines. 

However, these effects are modified if increased customs rev¬ 
enue causes a remittance of other taxes, for if this occurs, change 
consumer expenditure in one direction is offset in another. But 
the remittance of an amount equal to any tariff revenue is most 
unlikely, for as pointed out in the Australian tariff classic, there 

0 Assuming throughout constant income distribution and propensity to 


spend. 

io The Australian Tariff An Economic Enquiry, M.U.P., 


1929. 
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is a union of interest between protection advocates and the Com¬ 
monwealth Treasury. In fact, it is probable that the average price 
elasticity of demand for imports must not fall below 0-9 for 
tariffs to cause a diversion of Australian market expenditure away 
from imports to alternative domestic production. Only in this case 
could import-competing industry sell a greater quantity at a 
higher price: with moderately inelastic import demand, although 
import-competing industry can charge a higher price than with¬ 
out tariffs, total market expenditure and the physical volume 
which can be sold must be less. As a result of a general tariff, 
a host of goods .are able to sell at a profitable price, but as the 
actual output of many manufacturers must be small because of 
an inelastic import demand for the product concerned and small 
population, there is little opportunity of taking advantage of low 
cost large scale production. 

In periods of general unemployment, it appears as though the 
average price elasticity of demand for imports lies around 1 • 1 
(Figure 3). Hence an increase in general tariffs will lower total 
market expenditure on imports (but see footnote page 81); raise 
expenditure on domestic production (the actual amount depend¬ 
ing upon the value of other taxes remitted owing to increased 
customs revenue); and lead to an increase in employment. If we 
assume that the reduced volume imported docs not alter overseas 
suppiy price, these movements evoke a reduction in the total 
value of imports in foreign currency, and as export production is 
tau-Iy constant in the short run, an improvement in the balance 
ot payments position should result. 

In the long run the situation is very different. The output of 
uie export industry is about the same in value as the import- 
competing and these two together make the predominant portion 
ot total Australian production. Home-trade output is worth a lesser 
mount than either of the former, and because its products are by 
nature complementary to production in other industry, bulky and 
rplnH,, l 6 foodstuffs « r essential services, its output tends to be 
emn1nv y COnstant Therefore, any marginal increase in input 
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labour is required in manufacturing than in rural enterprise to 
produce a unit value of output (due to the extreme differences 
in productive processes), the decline in export production is much 
more than any increase in import-competing manufacture. 11 In 
other words, over the years, production of exportable commodities 
falls more than Australian manufacturing replaces imports. 

However, it does not necessarily follow that the balance of 
trade situation is aggravated: the situation could well be saved if 
a lower volume of exports increased prices sufficiently to make 
up any difference evoked in overseas income through a reduced 
supply. In making a review of the likely changes in price for 
Australian products sold internationally following variations in 
quantity exported, if we presume overseas countries do not retali¬ 
ate against Australian tariff increases (in actuality a grave risk), 
and that the national incomes of nations who export to Australia 
are not affected, then the change in price for each product will 
depend upon the external elasticity of demand and the absolute 
reduction in world exports (following a smaller Australian out¬ 
put in the product concerned). 

As Australia exports the greatest quality of apparel wools, and 
because the price elasticity of demand for raw wool is extremely 
inelastic (Chapter 2), a reduction of Australian wool exports will, 
in the short run, increase the total value of the reduced volume 
exported. However, as synthetics may be substituted for pure 
raw wool in textile production and as high prices lead to an 
extension of pure and synthetic production in other countries, 
this policy is essentially unsound. But as we suggested on page 
96, it is likely that tariffs have increased wool production, and 
hence the consequential influences work in the opposite direction 
to reduce the total value of Australian wool exports. For other 
exports of international significance, variations in output do not 
affect world prices to any degree in the long run. Australia s 
second most important export, wheat (and flour), has in recent 
years been about \Q>% of world exports. Thus a decline of 10% in 

11 In this connection the argument for tariffs—because rural enterprise 
shows decreasing returns against increasing returns in manufacturing activity 
—appears specious, not only from the angle established by Professor Anderson 
(Karl I. Anderson: "Protection and the Historical Situation: Australia , 
Quarterlt/ Journal of Economics, November 1938), but also because the 
general tariff has made it extremely difficult for even naturally efficient Aus¬ 
tralian manufacturing to obtain decreasing costs to scale, and as it is doubtful 
whether diminishing returns to scale are applicable to much of present day 
Australian export enterprise (footnote 8, p. 97). 
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Australian production through tariff policy would give a short¬ 
term reduction in world exports of 32 (a 102 reduction in output 
giving an 182 fall in exports). If this increased world wheat prices, 
other exporters would soon expand production and no net price 
increment would result. The same can be said for all other Aus¬ 
tralian exports of importance. In fact, owing to the unique 
effects of tariffs on wool production as against rural commodities 
using more labour and capital to total costs, if the terms of trade 
changed it is probable that the switch would be disadvantageous 
to Australia. On this account, a smaller volume of exports (as a 
whole) does not lead to an increase in their value. 

B ut the story does not end there. Not only does the production 
ol exportable commodities fall more than domestic manufacturing 
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tions, for in the latter both industries expand by drawing on any 
unemployed pool. 

When full employment occurs tariffs may be increased in 
attempts to alleviate any balance of trade difficulties, 13 to offset 
the effects of domestic money inflation or high export prices—or 
for that matter, all or any two of these factors acting in combina¬ 
tion. In regard to high export prices, protection levels could be 
raised to enable import-competing prices to advance and thus 
allow a more vigorous competition with the export industry for 
available productive resources. With employment at high levels 
the price elasticity of demand for imports is low (note to Figure 
3), and consequently tariffs increase the total amount of domestic 
expenditure on imports and reduce expenditure on domestic pro¬ 
duction. However, these effects can be overrated, for much of the 
rigidity in import demand with full employment results from the 
non-availability of Australian alternatives. Since additional pro¬ 
tection raises the price at which import-competing wares may be 
sold, resources will follow the call of profit change and move 
quickly out of export production. Any expansion in manufacturing 
is made entirely at the expense of export enterprise: there is no 
unemployed labour pool or disguised unemployment in rural areas 
and it is probable that home-trade industry would expand. 

At the same time, as labour is in an excellent bargaining position 
and home-trade activities pass on costs (usually excessively), 
labour and capital input costs rise rapidly to dissipate any tariff- 
induced difference between import and import-competing prices. 
Thus besides a greater velocity in the external cyclical effect on 
the balance of trade, there is an internal cycle operating to increase 
input costs as much as the tariffs themselves concede additions 
to import-competing product prices. Although tariffs always show 
a culminating tendency towards leading to the necessity for 
increases—as reflected by the negative movements in Figures 5 
and 6—the vicious circle is much quicker and tighter when 
employment levels are high. With such circumstances, as recent 
empirical evidence shows, balance of trade difficulties may result, 
even though export prices rise to fantastic levels, and increments 
in protection have a short-lived influence on raising the com¬ 
petitive nature of Australian manufacturing against imports. 

Indeed, as this rather miserable epistle p roceeds one may 

13 Figure 4 shows that the portion of national income spent on imports rises 
rapidly with full to over-full employment. 
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ponder on the purpose of creating such a monster. Still, like 
Caliban, it has its uses and is dangerous only when it usurps the 
role of lackey. 1 

As a unit of production from the manufacturing process uses 
more labour than a similar value of export production, and 
because tariffs give a net expansion of domestic manufacturing 
output, protection is one of the ways in which a high level of 
labour employment can be assured. If full employment of the 
desired or actual Australian population cannot be achieved with¬ 
out protection, then in the short run tariffs may maximize national 

loss°tha' f l° r ^ P T r S 0Ca !'° n of resources gives a lesser national 
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CHAPTER 9 


Effects of Import Restrictions and Imperial 

Preference 


I mport restrictions are like tariffs inasmuch as they raise the 
profits of import-competing industry; for by restricting the 
physical volume of imports, all price competition between import- 
competing products and imports is effectively removed. Since 
quantitative restrictions effectively regulate the amount of imports 
in a particular period, tariffs, as a measure of protection, become 
redundant. Indeed, it is ironical that the Tariff Board should 
seriously deliberate upon the desirable level of protection, when 
behind their backs, Australian import-competing industry is abso¬ 
lutely sheltered from any external price movements. 1 

If with existing tariff rates, more were imported without quan¬ 
titative restrictions, then it follows that a smaller amount of imports 
leaves a gap between supply and demand. As some would-be 
customers are willing to pay a margin above the normal price to 
obtain the articles in scarce supply, importers are able to sell the 
reduced amounts at higher prices. 2 This raises costs inasmuch as 
imports are used as inputs in Australian production, but what is 
more serious is the over-all protective nature of the restrictions. 
The imports whose entry is most severely controlled are con¬ 
sumer goods (originally 20% of 1950/51 imports: in early 1954, 

1 The present function of the Tariff Board is comparable with an adjudi¬ 
cator who decides the proportions in which "excess” profits are allocated 
between government revenue (customs receipts) and the pockets of impor¬ 
ters—or, in some cases, consumers. 

N.B. Importers are a monopoly or oligopoly (in relation to each imported 
product) of merchants who were lucky enough to import goods in the base 
year (1950/51). 

2 As the price elasticity of demand for imports in periods of full employ¬ 
ment is extremely low, and because tariffs have not increased to any degree 
in the last few years, importers' profits are (or could be) extremely high. 
Actually, if import restrictions are not particularly severe, more is spent in 
Australian money on imports at the retail level than without them. This is 
probably so with some Australian imports in recent years, and leads as shown 
before, to a high price for alternative domestic production but a small market. 
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60%), and as this has expanded opportunities for the sale of dom- 

K erna ? V t S ’ y \ ustra , Iia is now increasing investment and 
production at absurd real costs in producing a small amount of 

each product. At these levels of effective protection, if we 
assume constant export prices, profits from export production are 
quickly reduced to a relatively low level: output falls as resources 
move to alternative enterprise, and this necessitates in time greater 
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force the more difficult it will be for Australia to resolve any trade 
deficit without their continuance in greater severity. Moreover, 
as devaluation requires more political courage, they will probably 
be maintained unless wool prices keep rising. Nevertheless, as 
the inflationary risk resulting from a devaluation with full employ¬ 
ment is no more acute than with import restrictions, 5 and because 
the former changes the real profit margins of the various export 
products in a desirable manner (Chapter 7) besides increasing 
the relative profitability of export production as a whole, 0 devalua¬ 
tion should take place immediately. 

From the discussions on tariffs and import restrictions the 
economic effects 7 of Imperial Preference should be obvious. As 
parties to the Ottawa Agreements have restricted free trade com¬ 
petition by giving a margin of preference to each other’s goods 
regardless of supply prices in the rest of the world, foreign nations 
have been unable to sell as much to the Commonwealth as they 
would otherwise have done. This means that they earn less sterling 
than with freer trade, and because most currencies are not readily 


5 The import restrictions of March 1952 reduced commercial confidence 
in Australia to such a degree that a rapid temporary rise in the propensity 
to save resulted; thus greater inflation was, temporarily at any rate, averted. 

a If ad valorem tariff rates are reduced following a devaluation to keep 
import prices constant, or less, in Australian money. 

7 The political and social aspects are outside the scope of this work. 
However, the economic aspects are integrated with these. In the course 
of its evolution the British Commonwealth (as it is called today) has never 
been an entirely rigid or static political and social organization. In the past 
when political or social measures have called for an alteration in the form 
of government within the Empire or Commonwealth these have mostly 
been granted. Actually this gradual change in the centres of power, philo¬ 
sophy and social intercourse has allowed the system to continue. It is the 
general acceptance of a changing fabric, growing self-determination and 
self-freedom, combined with mutual obligations and understanding which 
has given the present system its strength and force. At present the British 
Commonwealth is a union of essentially free, and in the main, understanding 
people; and it is in the interests of an evolution to world government—or, 
less ambitiously, a middle power for the preservation of peace—that it 
should be expansive outwards and not contractive inwards. As Imperial 
Preference is of the latter it will not lead to stronger political and social 
associations either within the Commonwealth or with other countries, and 
much of the expansive nature of the Commonwealth could be frustrated. 
Greater Imperial Preference itself could, in time, cause the political stagna¬ 
tion and social disintegration of a system of Commonwealth unity which, 
with progressive response to any challenge, may well evolve into a wider 
system. 
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convertible into or out of sterling, it has been necessary for most 
foreign nations to restrict purchases from the Sterling Area 8 to 
the amounts currently earned. 

This has affected Australia in two ways. Firstly, as the Ottawa 
Agreements countries have not the greatest world comparative 
advantage in producing everything, those products—and they are 
many-which are produced and sold most cheaply in foreign coun¬ 
tries are protected the most in Australia. 1 ' This has not only given 
increased profits to some import-competing industry and invoked 
a movement of resources out of export production in the usual 
way, but machinery imports, especially from the United States, 
have been subject to extremely high rates of duty. 10 Secondly, as 
many nations have experienced an induced shortage of sterling 
or because they interpreted the action as Imperial arrogance! 
they have discriminated against Sterling Area exports. This has 
led to reduced expenditure on Australian products by countries 

1*2 Z ^7' France ’ Japan ’ U - S A - and Ital x> ^ turn 

lowered Australian export prices. 

In other words Imperial Preference has increased money pro- 

imnlr CeS C0 1 midera , bl y m °re than input costs in the Australian 
Z? ;. mp in , g lndust fy’ and has increased input and lowered 
P" Ces f (as ? wl '0le) for the export industry. The net 
effect has, therefore, been a movement out of export production. 
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CHAPTER 10 


Marketing and The Constitution 


I n the last four chapters the effects of government policy on 
product prices and input costs within the various industries 
have been discussed at length. Our argument was, however, asso¬ 
ciated with relatively long-term developments and although we 
were able to trace the consequences of any governmental action 
without complications by assuming constant export prices for the 
most part, we avoided considerations of shorter movements in the 
profitability of export production. Australian exchange rate adjust¬ 
ments, tariffs and associated policies influence rural production 
by changing relative profits in various industries away from 
laissez-faire levels, but if we take the effects of these policies as 
given, then the current profitability depends upon the state of 
the market at the time in question. As rural product prices may 
vary considerably in time, 1 and owing to the high induced labour 
and capital cost structure, financial assistance has often been 
necessary to keep several types of farmers in business. 

The manner in which financial relief is granted to rural enter¬ 
prise centres round the alternatives of a home-consumption price 
or direct support (bounty) payments. 2 Since the consequential 

1 Since both the elasticities of supply and demand for rural products are 
generally low in the short period, either a small shift in supply (seasonal 
conditions) or demand (effective demand), or both, can give a large price 
change. This suggests that rural prices would be more stable if the trade 
cycle were eliminated or international agreements for all rural products insti¬ 
tuted. However, in a world of violently opposite political and religious 
opinions; of large countries and small, in which some are more dependent 
upon trade in rural staples than others; where some countries are essentially 
importers of rural produce and others exporters; agreements have been few 
and short-lived. The international aspects of marketing are not discussed 
in this chapter. 

2 Although there are combinations or variations of the two they form the 
foundations of any financial assistance. The Australian home-consumption 
technique has been used to increase returns from growing nroducts such as 
wheat, sugar, butter and dried fruits. Direct supports, which have not been 
so popular, have been paid towards the production of wheat, wine, cotton 
ana tobacco etc. 
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developments from the two forms are at variance and influence 
our condusjons we will examine each in turn in some detail. 
As the price elasticity of demand for rural products in Australia 
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Since the necessary conditions outlined in the above paragraph 
have been fulfilled to varying degrees by wheat, butter and dried 
fruits in Australia, plans whose foundations lie in this technique 
have been used for these and other products. The Australian 
price has been raised either directly through a tax on current dom¬ 
estic consumption like the flour tax on wheat, or indirectly through 
a diversion of a more than normal volume into the export market 
as for fruit and wine by export bounties. In the former case, con¬ 
sumer price is effectively increased by means of the tax, while 
with the export subsidy method, domestic price rise results from 
the restricted Australian home supply. 

On the other hand, with the direct payments method of price 
support, current market price varies according to uninhibited 
supply and demand shifts, and if the market price should fall 
below’ the supported level, the government makes up the differ¬ 
ence with a cash payment to producers. This means that assistance 
to the grower does not cause domestic price to rise as with a 
home-consumption technique. 

Since consumers pay the excess cost of a home-consumption 
price directly, the effect is much more severe on low income 
groups than if the payment were made from government income 
tax revenue (or deficit). Moreover, as real wages tend to be con¬ 
stant in Australia, increased consumer food costs raise the money 
price of labour. This will lower the effectiveness of assistance 
inasmuch as producers receiving the home-consumption price use 
labour as an input,' 5 and will also contribute to the necessity for 
increased aid. All the same, farmers (and others, as we shall see 
in Part III) prefer the home-consumption price method for 
thereby it is less obvious that they are receiving any aid, and there¬ 
fore it is more likely to be maintained if politically undesirable 
or factually unnecessary. 7 __ 

c Much more severe in periods of full employment, for-as we have seen 
in Chapter 6-comparative real labour rewards outside the rural industry 
influence farm real wages considerably more, and because home-trade 
industry passes on costs in these periods. This method will lower profit margins 
of alternative rural production not receiving the home-consumption price assis¬ 
tance. However, as we may assume large scale financial aid is only given 
when unemployment exists, this influence was overrated by the Ciblm School. 

7 Some writers argue that the chief reason for desiring indirect support 
is that direct assistance makes the aided party appear as being on the dole 
This influence, although true, is of secondary importance. Actually, with 
the home-consumption price method recipients are just as much on the 
dole”, but in this case the fact is less apparent. 
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Although the home-consumption price technique increases the 
volume of exports, other competing nations tend to retaliate 
against this particular method of export expansion (particularly 
if the form is an export subsidy), and the effects may be detri¬ 
mental to Australia’s balance and terms of trade in the long run. 

In Australia, national income is largely a function of export 
income, or in other words, the level of rural prices. If for some 
reason or other rural export prices drop severely, Australian 
export income will do likewise: this lowers the income of indi¬ 
vidual export producers, and with falling income, consumption 
and investment expenditures decline. If this decline is consider- 
abJe it may in turn lead to severe unemployment. On the other 
hand, if farm prices are maintained through direct government 
payments at levels high enough to keep Australian effective 
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production away from the directions of greatest inherent profits 
and, in the long run, real national income would be maximized. 

However, it should be noted that this method is only applicable 
to conditions in which recession in overseas countries lowers the 
price of Australian exports, and when, through the consequences 
of an extravagant protectionist policy, the profitability of naturally 
efficient rural production is dangerously reduced. If the price of 
any export, for example wool, should fall because of the invention 
of a cheaper satisfactory alternative, then artificially to maintain 
wool prices and production would be disastrous; for in this case 
and unlike the trade cycle effect, the price is permanently de¬ 
pressed. On such occasions the Australian advantage in producing 
the product is irreparably replaced by an alternative, and real 
national income is maximized by employing resources, previously 
used in producing the replaced product, in making other goods 
whose real productivities are then highest. 10 

We will return to a consideration of direct government supports 
in Chapter 12, but to establish that an over-all approach to the 
subject is necessary, we will turn to consider the effects of spas¬ 
modic price supports. Moreover, as the validity of government 
legislation in regard to marketing is inhibited by certain aspects 
of the Australian Constitution, it will be necessary to examine 
these difficulties from a legal point of view. 

In Australia rural production has been subsidized in one form 
or another for three distinct reasons. Firstly, there is the non¬ 
economic motive: in this case only political and social aspects are 
of importance and rural products grown with assistance under this 
category include sugar, tobacco and cotton. As the social gain 
from the production of these products is considered, by and large, 
to outweigh the economic cost, it is irrelevant to consider this 
form of production from an economic angle. All the same, as 
products of this type are supported by other economically feasible 

should be made for a greater average propensity to consume imported goods 
through the extra demand which results from sustained rural incomes. If, 
with falling export prices, Australia is to avoid import restrictions (or their 
equivalent and tire associated harmful effects) and at the same time maintain 
full employment, present policy must be aligned towards increased export 
output ana greater international reserves. 

10 Nevertheless, it would be essential to expect a fall in real national 
income when the price of any products, originally produced at comparative 
advantage, fell permanently; in this case real productivity in relation to 
resource employment is reduced. 
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activities, there must be a limit in absolute magnitude if a large 
fall in real national income is to be avoided . 11 

Secondly, as the price of some rural products may suffer acute 
variation with the trade cycle and, because of their importance in 
the economy, some aid is necessary in periods of international 
depression. Financial assistance to Australian wheat-growers is 
an important example of this type. Although it may, on occasions, 
be difficult to distinguish the second from the last type of assist¬ 
ance, in the third category is production that could be profitable 
under conditions of low protection, but which, through the con¬ 
sequences of a high induced cost structure, has become relatively 
unprofitable. Production using large amounts of labour and capital 
to land is within this category and includes the dairy, wine and 
poultry industries. For example, it may safely be stated that aid 

to dairy farmers has merely placated some of the “excess costs” 
which have fallen upon them. 

Hence, we find in Australia rural production which always needs 
assistance; some needing occasional aid either through external 
price influences or changing internal costs; and at least one 
product, wool which has never received price support. These 
ac ors, in combination with the political power of the section of 
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occurs in the output of the product concerned. Now under the 
home-consumption price technique, the same amount of assistance 
is then spread over a larger output; or in other words, the induced 
higher unit profits fall off. If the same unit profits are maintained, 
the burden of consumers’ support increases as long as production 
expands. If there is, alternatively, a limit to the amount of aid, unit 
profits fall in proportion to production expansion and the industry 
remains depressed. 

To overcome this dilemma, output restrictions have been 
imposed. They may be by “gentleman’s agreements” as within the 
sugar industry, or by government decree as with the Wheat 
Stabilization Plan of 1940. All the same, the position of guaranteed 
prices accompanied by production restrictions demands careful 
study, for not only does the producer become a slave to the whims 
of the State or processing monopoly, but it may be an inefficient 
method of increasing farm income both from the national and the 
individual producers’ point of view. 13 

The prime object of production control is to shift a portion of 
the national income to selected producers. But as this method 
does not give proper recognition to the distribution of productive 
efficiency within rural industry it lowers the real productivity of 
input employment. From a national angle it is, as a result, an 
inefficient method of achieving income redistribution. 

As the absolute quantity of capital and labour inputs employed 
by farmers and graziers tends to be constant in the short period, 14 
output of the controlled product may not decline in proportion 
to the decrease in area sown. (We will take wheat as an example. 
However, output restriction of other rural products acts in a 
similar manner.) Assuming that acreage control 1,1 is combined 

of relatively low profits and was not due to sectional political strength etc.) 
All the same, as the avowed aim of financial assistance is to sustain particular 
forms of production, these cases must be exceptions. Maintenance of relative 
production infers profits in the aided enterprise arc brought to equality with 
alternatives; however, this is very difficult in practice. 

13 Unless the financial assistance is to political-social production as out¬ 
lined above: in this case a smaller output gives a greater real national 

income than a larger. 

n Especially, as we have seen, when there is unemployment. Furthermore, 
it is in periods when unemployment exists that large scale financial assistance 

to rural industry is essential. 

15 Ouota control is difficult with rural products (especially crops) owing 
to the effects of seasonal conditions upon output. Nevertheless, the net 
effects of quota controls are much the same. 
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with increased money prices, the farmer may maximize his income 
by increasing the use of capital and labour inputs on the restricted 
area to the point where the additional costs of resource employ¬ 
ment approximate the increased returns from each acre. The 
degree to which output of wheat per acre would increase in these 
circumstances (seasonal conditions being constant) depends 
upon the amount of extra capital and labour used on each acre of 
the restricted area,-and the change in input use itself varies with 
the severity of the restrictions, the amount of the price increase, 
the type of farm and the level of employment. 

If the farm were a single product wheat business or the grower 
a wheat share-farmer, it is probable that normal amounts of 
labour and capital resources would be used on the restricted area 
(particularly m periods of unemployment): should the farm pro- 
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conjunction with production control, the increase in farm money 
income is less than if the subsidy were paid without production 
control. 18 

To overcome the difficulties associated with either the increased 
output resulting from financial assistance or the inefficiencies of 
restriction, there are two alternatives. Firstly, the price of the 
supported product may be fixed at a level just sufficient to keep 
the profitability from producing the aided product at the same 
level as other rural products which could be grown on the same 
land. In this case there is no profit motive to cause the balance 
of output between the assisted product and other products to 
change. The obstacle in such a scheme is the physical impossibility 
of establishing the correct price; for not only does the relative pro¬ 
ductivity of various products for each farm in the economy differ, 
but also, inasmuch as the money price of alternative rural products 
shifts, the relative profitability of the assisted industry changes. 

However, the second alternative may largely solve the difficulty. 
As large scale price support for rural products is needed in Aus¬ 
tralia only when deep recession occurs, 10 if all rural products had 
a guaranteed price below which they could not fall in these 
periods, the government should be able to relieve the distress 
prevalent in badly depressed times without output restrictions. 
In a period covering a few years rural output as a whole does not 
alter much, 20 and if the production of a single product expands, 
this is motivated by a profit relatively greater than that obtainable 


is The reduction of real national income may be greater when viewed 
in the long run. In Australia the policy of wheat production restriction had 
unfortunate results, for with a severe drought in 1945, stocks of home- 
produced feed-wheat were not sufficient to cope with the emergency, and 
large quantities were imported. Moreover, if production had not been 
resbicted in the early periods of the war (the United Kingdom Government 
constantly advised against artificial restriction of production in these years) 
greater amounts would have been available to meet the acute hunger in the 
immediate post-war years and, with a general nse in world prices, the \aluc 
of exports would have been considerably greater than it actually was. The 
dancer of large surplus wheat stocks, and this is important as was found 
by the pre-depression Canadian pools, is that they cause wheat buyers to 
presume^a future decline in prices, so current purchases are restricted and 
the very conditions, conceived as being possible, are precipitated. 

19 Except for those rural products whose total costs (due to excessje pro- 
tection) have made some form of assistance necessary, and for political- 

social production. , 

20 Any change results chiefly from the long-term relative profits in and 

out of rural industry (as a whole). 
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for the various alternatives, and therefore takes place at the 
expense of those products yielding a lesser net return. In other 
words, if the guaranteed prices were such that they approximated 
the probable long-term relative profits, the pattern of rural pro¬ 
duction would follow the same course. There would be no need 
to restrict production (except political-social types) and each 
farm would produce those products for which it had natural com- 

advanta ge- No other scheme would yield as high a real 
national income in the long run. 


• • 

^ Australian Constitution, like written constitutions in other 

enact %vithin f which the Commonwealth may 

FedeI*?p! r *“ d J^ nctlons of government not vested in the 

nf fhl c- P hamen V at Canberra are delegated to the Parliaments 

growth Qf i— • | *. ^ ution restricts the 
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degrees wdh n fhe n marke ?°S ° f ™ral products are to varying 
andasanv llc.. P Ce ° f both Fedcral and State legislation 
ways (forUienroducI affe ? the various States *" different 
concern^maSedng a r eSit T? "°? e gr0 '™ in alI >- bills 
duced, are Often shortXe^h *° “ trodu “. and even if intro- 
A1 though an alteraKni of ^ ^ Ugh Conshtu, .onal invalidation. 

national referendum ftese pkbiSt"-^ 00 ’! “ P r° SSib,e throu S h a 

without success for- i have for the most part been 

inextricably confused w^th ? 1° constitutional power become 

tntional change bZ m T s f nt T n$ °- ' e ® islative P°‘icy. Consti- 

opposition urge the rciccttn T™ W j h part >' P oli Hcs. Parties in 

guish from some which thev D °‘ *° d 'stin- 

office-and. of course, vice vena"-- Hr„T VC! ,f° P ° Sed , when in 
gestions shall be within th* f Hence so that any of our sug- 

examine those points which^tT^ °i 1116 Consti,u( ’ on ' we will 
, Although undei secfton 5 P a " d , restrict ™ral marketing. 

pS, 



118 


Rural Industries in the Australian Economy 


(ii) Taxation; but so as not to discriminate between States or 
parts of States: (iii) Bounties on the production or export of 
goods, but so that such bounties shall be uniform throughout the 
Commonwealth: . . any Commonwealth legislation is restricted 
by two other clauses. In the first place, produce entering inter¬ 
state trade had not been within Commonwealth jurisdiction, for 
section 92 of the Constitution reads . . . “Trade, commerce, and 
intercourse among the States, whether by means of internal car¬ 
riage or ocean navigation, shall be absolutely free. . . Secondly, 
all States should participate in a Commonwealth scheme if finan¬ 
cial assistance is granted towards the growing of any product, and 
this is difficult if all States, as with many rural products, do not 
grow the product concerned. Section 99 controls this aspect and 
reads: “The Commonwealth shall not, by any law or regulation 
of trade, commerce, or revenue, give preference to one State or 
any part thereof over another State or any part thereof. 

Moreover, an individual State acting alone cannot readily in¬ 
crease the money income of its own producers by restricting the 
imports of similar products from other States or from overseas.-- 
The Commonwealth is responsible for this regulation as section 
112 reads: “ . . . a State may levy on imports or exports, or on 
goods passing into or out of' the State, such charges as may be 
necessary for executing the inspection laws of the State; but the 
net produce of all charges so levied shall be for the use of the 
Commonwealth; and any such inspection laws may be annulled 

bv the Parliament of the Commonwealth." 

Since the Federal Government is inhibited by the Constitution 
in respect to national legislation for marketing rural products, the 
concurrence of all States is necessary for any home-consumption 
price policy to be workable. As complete agreement has been 
rare, however, attempts have been futile in many cases.- I nis 


22 But not always, for example: "It is believed that there i^ ver)^"- 
siderable amount of quarantine legislation on the statute books; of the 
several States in Australia which was designed to operate, and does in 
onerSe simply as a measure of State protection.” (K. H. Bailey and L. F. 
Goblin: ’"Marketing and the Constitution", in The Economic Record , Decem¬ 
ber, 1936, p. 156.) 

23 The sugar industry may be cited as an interesting ext *P lI ° n ; I™ 
industry is regulated by the “voluntary organization orders, millers 

and refiners, made solid and coherent by the structure and the c ! rcuI ^ 
c , .1 / N’nmnn Cowper: “Organized Marketing under the Co 

stitution” in Marketing Australia's Primary Products, Angus & Robertson. 
Sydney, 1937, p. 88.) 
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point can be appreciated when it is realized that there are seven 
separate Parliaments and a total of thirteen different Houses 
within the Commonwealth and the disagreement of one House 
may frustrate an entire scheme. 

Legislation by all the States acting in association with the Com¬ 
monwealth has the greatest opportunities for becoming law if two 
conditions are fulfilled. Firstly, as the home-consumption price 
technique is of greatest advantage to those States growing the pro¬ 
duct (and indeed, an obvious disadvantage to'others) if the 
product concerned is grown in many or all the States the greater 
the chances for all State Parliaments to acree. Secondlv. if the 

,S “ power in ^ Federal and State Parliaments, the 
atmosphere is more conducive to conformitv. but as this rarely 

happens, party political difficulties have been the greatest encum¬ 
brance to success. 

rn ^'' 1 ' eVer , notwithstanding these marathon obstacles, marketing 
" U3 , SyStem ° f uniform State enactments was intro'- 
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1933 to include daZZ d interstate ) was extended in 

AH the same 1935 ’ the wheat industry, 

the 1920 decision of th? H° f 1? d,d DOt - last lone ‘ for in 1936 > 
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--J^^v ith movements into or out of Sta tes. Although 

530. ^ McArthur Ltd. c. the State of Queensland (1920), 28 C.L.R. 
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this judgment applied only to dried fruits, since wheat and dairy 
marketing were in similar positions, all the systems broke down. 

In recent years, if there has been discrimination between export 
and domestic prices, the system has usually worked the other 
way round, for export prices have been higher than Australian 
prices. Therefore, the opportunity for an individual producer to 
gain the higher price for all his production is not one of selling 
on the Australian market (as with Mr James’ system of selling 
interstate), but of selling all on the export market. Unfortunately 
for individual producers, there is little scope for them to circum¬ 
vent any Commonwealth legislation in regard to export sales since 
in this case there is no attempt on the part of the Commonwealth 
directly to control home or interstate trade. Moreover, there is 
no Constitutional difficulty in establishing government export 
marketing boards through which all produce sold overseas must 
pass. 

From this analysis it is apparent that any attempt by the Com¬ 
monwealth to pay direct unit subsidies on the production of all 
rural products in certain periods would not infringe Constitutional 
considerations, and as domestic prices would not be at artificially 
high levels, the interstate sales difficulty would not arise. 

Besides this important consideration, we have already noted 
that a direct payments method of support to rural production 
would help to maintain employment without distorting the pro¬ 
ductive capacity of the economy. In fact, as no other single policy 
can offer as much, we will return at a later stage to a discussion 
of a policy similar to our conclusions in this chapter. 
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Australia at the Cross Roads 




CHAPTER 1 1 


Introduction: The Story Repeated 


I n our considerations of government policy in Part II we 
observed how various devices raised the profits of manu¬ 
facturing (import-competing) industry, and the manner in which 
any resulting expansion of protected production has taken place 
at the expense of export (or rural) output. Total Australian pro¬ 
tection is nowadays very high, for it consists of the sum of any 
benefit obtained from devaluated currency. Imperial Preference, 
tarms, import restrictions and the natural advantage that import- 
competing enterprise obtains through the vast distances separ- 
ating Ausb-alia from other manufacturing nations. Owing to the 
nigh freight and insurance costs of a long sea voyage and ineffi¬ 
cient wharf practices, the prices of heavy, bulky or valuable 

thenoffit^rT^nf cons ; derabI y mor e in Australia than at 
ffie pomt of sale. (Of course this aspect operates in the opposite 

r n temri/p°b eXp0 ^ ?? d \ in effect> means ^ ^port-competing 

posfuo a ».1 OUble in thiS direCti ° n ‘° imprOVe itS COm 

tat^° rt r“ 0nS haVe raised P roduct P ric « more 

“ Aust f° lian manufacturing industry and have 

SnluZ r* 0u ; expanding product prices in the 

In other words, we can say tariffs and import 

tested manufaTh " raised 1116 P rofits obtainable in pro- 

those oTrur a r e m™l“ A tie5, bU * “ **“ same time have lowered 
greatest profits th,? !r' As , m J’ estn 'ent moves in the direction of 
flisw amoun; of mdU “ d cha "8 e in relative profits has led to 

than there wi^Kr^ “ 1,16 a ™ a 

profiToU^onVffie M Pref ~ have *** the 

severe in tfcs direction they haVe not been 50 
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less important rural nroduc^V aVO*™ ar "ount of gain to a few 
this, received the annpara ’ ° r rl i ra indust ry has, through 
further in Part II weLndon ° f ^5^* B ? t when we lo oked 
a -hole that the situation was ^ 
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sequences have acted in the opposite direction for manufacturing 
industry (that is, product prices rose more than input costs), the 
net effects of Imperial Preference on production have been similar 
to those of the tariff. 

Now because devaluation has increased the price of rural pro¬ 
ducts other than wool by as much as any increment available to 
manufacturing enterprise, and tended to restrict imports without 
reducing the volume of exports (at least in the short run), Aus¬ 
tralian effective demand and employment opportunities have 
expanded. But as we saw in Chapter 6, increasing levels of employ¬ 
ment raise real labour costs to rural industry more than in other 
sections of the economy, and therefore devaluation in the early 
thirties raised costs to the rural industry most. This conclusion of 
a relative increase in profit margins to protected industry has been 
reinforced by another aspect: inasmuch as wool prices do not 
inflate in proportion to other prices with devaluation, profits in 
the rural industry (as a whole) have been lowered. Hence devalu¬ 
ation has also led to a movement of productive resources out of 
the rural industry. All the same, this is past history, and with 
conditions of full employment, devaluation will not cause rural 
labour costs to rise more than for manufacturing. Moreover, since 
the long-term future for wool is in doubt, the increase of non-wool 
rural production against wool (which results from devaluation), 
leads to the conclusion that this policy is a desirable and effective 
method of ensuring reasonable protection for manufacturing and 
high levels of labour employment. 

Thus we see that all these different government policies have 
added up to restrict the growth of the rural industry: to draw 
Australian economic activity away from the region in which it is 
most efficient and towards producing alternatives whose value in 
relation to resources consumed is not as great as in rural industry. 
In fact, if life on the land did not give some non-price advantages 
which arc not obtainable in other pursuits, the volume of Austra¬ 
lian rural output would be less than it actually is. 

In this connection it is interesting to compare recent changes 
in rural production in Australia with those in other countries. 
The following table shows that Australian rural production (ex- 

i If rural industry were without a natural advantage there would be no 
need for protection (except for infant industries); profits in manufacturing 
would be just as great as in rural pursuits and investment would occur 
manufacturing without distorting the free-price mechanism. 
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eluding non-food) was in 1951/52 die same as in pre-war clays, 
while in Canada, for example, output has increased nearly 503 
and in the United Kingdom by about a quarter. 


INDEX NUMBERS OF RURAL PRODUCTION—FOOD 

Base: Pre-war = 100 


Country 

Pre-War 

1948/49 

1951/52 

Australia. 

Argentina .] 

Canada . 

New Zealand . 

United Kingdom 

U.S.A. ... . - 

Union of S. Africa . 

100 

100 

100 

100 

100 

100 

100 

110 

113 

126 

105 

119 

142 

138 

100 

104 

145 

107 

124 

132 

144 

Source: F.A.O. 
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capital and labour costs are less, the income from wool growing 
in these areas has tended to come more and more into line with 
alternatives as the effects of tariffs have become more apparent. 
As a result, wool growing has expanded at the expense of other 
activities in better areas in recent decades (discounting wool 
price increases): hence tariffs have shown a tendency to work in 
the direction of raising the exports of wool and lowering those of 
other rural products. In fact, as Australians themselves consume 
the greater portion of all export production except wool, tariffs 
(and alternatives such as import restrictions) have led to a mul¬ 
tiple decline in non-wool exports. In other words, if the present 
state of affairs continues, it will not be long before wool is the 
only export of importance. 

It is interesting and, at the same time, frightening to realize 
that increasing Australian population is doing practically the same 
thing. As the Australian population grows, the export surplus from 
a constant volume of rural production becomes less and less. 
Because Australian consumption of wool is less than \0% of total 
domestic production, however, wool exports are affected much 
less than any other rural product by expanding population. In the 
following table are shown the increases in population required 
before Australia ceases to export and becomes an importer of 
various commodities. It should be noted that this table is con¬ 
structed by assuming the output of the commodities concerned 


PERCENTAGE INCREASES IN POPULATION BEFORE AUSTRALIA 
CEASES TO EXPORT VARIOUS COMMODITIES 
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will remain constant, 2 but since the present state of affairs is 
conducive to a contraction of rural production, then unless gov¬ 
ernment policy is changed we may conclude that any population 
expansion will not need to be so great to cause a cessation of 
exports. Moreover, as similar production changes due to seasonal 
conditions give greater fluctuations in actual exports as the margin 
exported falls, the volume of exports will be extremely irregular. 
Not only could this raise difficulties in obtaining assured markets 
and lead to lower prices, but at the same time the variations in 
export income will become increasingly greater. 

Because the Australian protectionist policy and increasing 
population are working hand in hand in their effects upon the 
composition of exports, if the present policy is maintained, before 
long the only important export will be one product. Then all the 
eggs will be in one basket, and if wool prices should collapse, 
Australia will be unable to earn sufficient overseas currency to 

Zl ™ f °° d L mP ° rtS Hkely t0 be CSSential before long if per 

cor^iodfrr d W A ° U d T ake necessar y manufacture of all 
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And also that per capita consumption will remaiiTat 1951/52 levels. 
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the motive usually given is that it increases the volume of employ¬ 
ment and manufacturing. However, as the level of employment 
and value of production in the rural arena declines through the 
effects of tariffs or import restrictions, the method is not very 
efficient. Not only does total employment increase less than factory 
employment,* but as the rural industries in Australia are the 
most efficient, any expansion in the value of manufacturing is 
offset by a fall in the value of rural production, and national 
income, in real terms, falls. 

Moreover, as we observed in Chapter 8, in the long run imports 
are not restricted as much as exports after a tariff increase. This 
situation arises chiefly out of conditions within the export in¬ 
dustry: although an increase in the value of manufacturing per 
head of population gives much the same reduction in the value 
of rural production, since a large portion of rural production is 
consumed locally, the decline in actual exports is a considerably 
greater percentage than any fall in rural output. We can express 
this in another way by saying the diversion of productive resources 
to manufacturing causes exports to fall more than imports; that 
balance of payments difficulties increase; that greater protection 
is needed to keep the payments balance in order,—in fact, that 
the whole thing is a vicious circle. 

Fantastically enough, the long-term evils of tariffs (or other 
forms of import restrictions) do not end here. The need for an 
alternative policy is reinforced by a consideration of the future 
long-term trends in prices between various products. As a result 
of the recent acceleration in population growth in the western 
world (increasing population creates more jobs than it takes 
away), and the knowledge from the Keynesian economic revolu¬ 
tion, it is unlikely that depressions—as severe as those experienced 
in the first half of this century-will occur again. This, coupled 
with technological advances and the gradual socialization o 
wealth, suggests the average real income of the world will rise. 
Now with increasing average real income and population, more 
manufactures and rural products are demanded. The real elasticity 
of supply for the former is relatively high as factories do not suffer 


3 With high levels of unemployment an increase of employment in manu¬ 
facturing may come entirely from the unemployed pool; however there is. 
under these conditions, disguised unemployment in rural 0 “ u P atM> "f’ 
if tariffs are effective (in giving full employment) there will be a decline 
in employment in rural occupations-or even, in a longer penod, without 
reaching full employment levels. 
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from space restriction, and because greater output gives, in this 
section of the economy, increasing returns to scale. In rural enter¬ 
prise the situation is different: expansion of rural production is 
difficult owing to the natural restrictions due to the constant phy¬ 
sical volume of land, and because of decreasing returns from 
increasing resource employment on a given area. 4 This means that 
manufacturing will expand more than rural production and the 
price of the latter will rise in terms of the former. Therefore it is 
m the interests of maximizing Australian real national income that 

ouM be grown 10 pay for imp ° rts ° f 
Moreover, increasing world real income has different effects 
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The Best Road 


I t is fairly easy to determine that the balance of Australian 
production is not of the most desirable pattern: that manu¬ 
facturing production is expanding on too wide a front and both 
the total volume of rural production and its composition are not 
quite what they should be. It is more difficult to find out why 
manufacturing in Australia is concerned with making a greater 
variety of goods than the present size of the consumer market 
will allow to be produced on a scale consistent with low cost 
production; and indeed, harder still to understand how total rural 
production and its composition have tended to lag behind the 
desired optimum. Nevertheless, we have developed what we con¬ 
sider to be a valid reason for the present state of affairs, and we 
have in the course of this evolution suggested certain encum¬ 
brances which should be removed. 

Now we approach the real obstacle—how are we to allow Aus¬ 
tralian rural production to expand relative to other production, 
and at the same time, maintain international solvency and dom¬ 
estic full employment? Here is the rub: although only increased 
export production can guarantee both these conditions in the 
long period, in the process of achieving this goal, the situation 
may be quite another thing. 

Let us examine this dilemma a little more specifically. In the 
last chapter we concluded, as import restrictions and tariffs do 
more harm than benefit to the Australian economy, that both must 
go. However, if they were removed suddenly (without offsetting 
action) not only would the volume of imports expand very rapidly 
to produce a balance of payments crisis, but many people 
employed in manufacturing in Australia would be thrown out of 
work. The export industry would be unable to absorb the resulting 
unemployment rapidly. Since an expansion of rural production 
demands considerable investment, an increase in the volume of 
exports to put the external balance in order and absorb some of 
the unemployment could not be achieved until several years after 
the tariffs and import restrictions were removed. Furthermore, 
much of the capital equipment needed for an expanded rural 
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production must be imported, so the effects on the balance of 
payments become exaggerated. 

We should point out, however, that any unemployment which 
may result in manufacturing industry is likely to be'structural or 
temporary and only a part of a necessary reorganization within 
the industry itself. It will be remembered from our discussion in 
Chapter 8 that input costs rise internally with tariff increases 
and lead to pressure for new tariffs. This cycle lowers the produc¬ 
tive efficiency of proficient Australian industries and destroys 
opportunities for an export of manufactured goods. Therefore it 
is valid to expect the converse to be true and, in time, costs would 
decline if there were no tariffs and some manufacturing industries 
would become exporting. In other words, the long-term employ- 
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economy: and that, from our analysis in the last chapter, is not 
only dangerous but could lower the Australian real national 
income most severely. 

To enable the export industry to compete strenuously for pro¬ 
ductive factors we must conclude that, in association with an 
early removal of import restrictions and tariffs, a devaluation of 
Australian currency is imperative. This should be on a scale suf¬ 
ficient to raise the profits from rural production 1 while lowering 
those in the import-competing industry (as a whole). The latter 
point suggests the degree of devaluation should not be on a scale 
sufficient to offset the protective effects of the revoked tariffs and 
import restrictions. With an arrangement of higher relative profits 
in rural activities a long-term expansion of investment in the 
export industry should result, and the most inefficient import- 
competing enterprises would be forced out of business. This is, 
unfortunately, the price of salvation. 

It will be recalled that wool prices should fall in terms of other 
rural products with a devaluation, but care—in consideration of 
the optimum degree of an alteration to the exchange rate—must 
be paid to the conditions of world wool supply and demand 
(both pure and synthetic). As we suggested on the last page 
of Chapter 2, a large reduction in foreign wool prices could lead 
—in conditions of excess world demand—to higher prices and 
profits in synthetic wool production. Nevertheless, a smaller fall 
in pure raw wool prices would increase its competitive position 
against synthetics and, in view of the long-term uncertainty sur¬ 
rounding this commodity, a relative expansion of non-wool rural 
products ought to prove efficacious. 

As we have suggested, the ratio of depreciation should be such 
that the general protection to import-competing industry should 
be at a lesser level, and as a result a short-term strain in the balance 
of payments must be expected—for the real elasticity of supply 
is relatively low in rural areas. 2 Many imports could, however, 

1 An associated increase in tax on the unimproved value of land would 
also have a beneficial influence on rural production. On established farms 
it helps to offset the undesirable consequences of increased income on pro¬ 
duction (backward rising supply curve) which may follow devaluation. 
As higher land taxes depress the sale price of virgin land, it eases the burden 
of land settlement for those with limited means. In other words, although 
it may appear otherwise to those who pioneer new areas, the net effect of 
a higher land tax is similar to a loan. 

2 This may entail progressive devaluations with reductions in tariffs: this, 
in turn, woidd entail strict control over external capital movements, 
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be financed by overseas borrowing and government projects essen¬ 
tial to an expansion of rural output (e.g. transport facilities in 
Northern Australia) which are for specific purposes could be 
financed by the World Bank and similar credit sources. 

At the same time, as competitive money product prices for 
efficient Australian manufacturing production are liable to con¬ 
tract more quickly than input costs in the shorter period, purchase 
tax should be reduced on this form of production. The Tariff 
board could be reorganized to deal with this type of adjudication 
and also with suggesting the scale of bounty protection necessary 
to establish infant industries", and that appropriate to existing 
industries where purchase tax is not applicable.* 1 Bounty protec 
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of protection should be given to “infant industries”—but before 
any assistance is granted onus probandi should be on the applicant 
to show the industry has opportunities of decreasing costs to 
scale within the Australian market area. 

As about one-eighth of Commonwealth revenue is supplied 
from customs receipts, and as the amount of government expen¬ 
diture may well expand (in the form of bounties etc.), it would 
be necessary to increase other forms of taxation. Revenue could 
readily be tapped from increased excise (on intoxicants, cigarettes, 
etc. ), r ‘ land tax, and from income tax: though with the latter, care 
is needed to ensure rates are not so severely progressive as to 
lower the marginal efficiency of effort. Of course, the most desir¬ 
able tax level is that which increases marginal effort. 

Taxation of farmers and graziers could also be changed so as 
to diminish the propensities towards a backward rising supply 
curve—which may " ell occur with devaluation and offset much of 
an increased volume of exports achieved through an expanded 
productive area. This method calls for a method of stabilizing 
producers’ incomes through a varying income tax, and probably 
the best way of obtaining this is through an adjustable tax. For 
example, farmers should be able to purchase tax-saving certifi¬ 
cates from the Taxation Department, and any portion of current 
income used for this purpose should not be taxed until the certi¬ 
ficates are redeemed. At the time of redemption, the face value of 
the certificates plus any interest payable should be included with 
other current income and taxed accordingly. In association with 
progressive taxation, the averaging of income by purchasing tax¬ 
saving certificates when income is relatively high, and redeeming 
them when income is at a lesser level, could enable farmers to 
make a substantial tax saving. As a result, there would be a pre¬ 
mium towards the accumulation of financial reserves in periods of 
higher than average income, and with redemption facilities, a 
form of insurance against lower than average returns. Besides 
mitigating periodic inflationary and deflationary pressures, such 
a policy would go a long way towards increasing the market 
period elasticity of rural supply, and through this, the unwanted 
effects of changing price on supply would be lessened. 

If a recession in overseas countries generated a fall in the 
value of Australian export i ncome, and through multiplying 

o But not to a level sufficient to destroy joie de vivre, as is largely the case 
in the United Kingdom. 



The Best Road 


135 


effects, severely reduced employment levels, one of the most 
effective methods of maintaining both employment and the long- 
term productive pattern would be through raising the incomes 
of those from whom the Australian deflationary pressure eman¬ 
ated. We have already concluded on the advantages associated 
with price supports in Chapter 10, and these could be introduced, 
tor example, if the level of unemployment in Australia were more 
than 8, over a period of six months. The level of price support 
should not be rigid on a cost of production scale, and weight 
could be given in regard to the probable future terms of trade 
between the various rural commodities. The Bureau of Agricul- 
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will expand most in this sphere. This affects wheat exports most 
particularly and then, to a lesser extent, meat, dairy and fruit 
products. Owing to the advantages resulting from long-term con¬ 
tracts with the United Kingdom (as outlined in Chapter 4), these 
should be clarified and extended where possible. Moreover, as 
the established form of Imperial Preference would be rendered 
ineffective through the abolition of Australian tariffs, and in Mew 
of the moral restrictions on the free convertibility of Australian 
London Funds (which are likely to continue), such an arrange¬ 
ment may lead to a continued—but not excessive—form of prefer¬ 
ence for British manufactured goods on the Australian market. 

Finally, we must point out that the overseas value of Australian 
currency could be appreciated upwards with the resulting expan¬ 
sion of export production and international reserves combined 
with a conjoint fall in the domestic cost structure. Indeed, through 
a policy such as suggested in this chapter, as manufactured com¬ 
modities as well as rural products may well be exports, it should 
be possible for Australia to have, in time, a freely convertible 
Australian Pound. In this way, a country which has such excellent 
opportunities would be able to realize them: in this manner the 
population of Australia could grow' rapidly with an expanding in¬ 
come for all; with such a scheme Australia could become increas¬ 
ingly influential in the Pacific, and indeed, the whole world. 
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The Concept of Elasticity 

T he concept of elasticity is simply an abbreviated and precise 
form of expressing market experience usually understood 
subconsciously. The price elasticity of demand, for example, 
shows the variation in quantity demanded following changes in 
price. The demand for some commodities such as salt and cigar¬ 
ettes does not alter much when the price changes, and goods of 
this type are said to have an inelastic demand (or that their elas¬ 
ticity is low, less than one or unity). Generally products having an 
inelastic price demand are either essentials, such as chairs or food 
(considered as a whole); habit-forming substances like cigar¬ 
ettes; or goods that are complementary to other production such 
as door-knobs for house building or raw wool for clothing manu¬ 
facture. Products with an elastic price demand (or with a rela- 
tively high elasticity, greater than one or unity) tend to be those 
which can be more readily done without or substituted, and 
,n ^de such items as aeroplane trips and motor cars. 

When the price elasticity of demand is elastic (i.e. above unity), 
a taU m price increases the demand sufficiently to give an expan¬ 
sion of total expenditure on the product concerned: that is, the 
amount which can be sold expands sufficiently to outweigh the 
loss in receipts through a lower price. With a rise in price for goods 
with an elastic demand the quantity demanded declines to a 
degree sufficient to give a smaller total consumer outlay. Alterna¬ 
tively^ a rise in price of products with an inelastic demand (i.e. 

° ne)> such as bread > does not induce a sufficient 
restriction in the quantity demanded to give a lesser consumer 
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variation in the quantity demanded—so the total consumer outlay 
remains constant with alterations in price. 

The price elasticity of supply is similar to the above, but in this 
case, instead of measuring changes in demand to switches in price, 
the variations in supply are noted. If the supply of a particular pro¬ 
duct is inelastic (e.g. wool), an increase in price does not give a 
rapid alteration in the quantity produced; therefore demand 
changes are not cushioned very much and the price tends to rise 
more than if the supply were readily altered in the same direction 
as price shifts. If the price elasticity of supply is elastic, a rise in 
price may cause a large expansion in the quantity produced—so, 
in effect, the price does not vary so much. In general, manufac¬ 
tured goods tend to have an elastic supply, so price shifts (ex¬ 
pressing changes in demand) are not particularly erratic, as move¬ 
ments in one direction are often offset. Rural products generally 
have an inelastic supply against price: hence when demand 
alters, prices are liable to change much more than for manu¬ 
factured goods, since in this latter case demand switches are not 
smoothed out so well with supply changes in the same direction. 

The income elasticity of demand is conceptionally similar to the 
price elasticity, but instead of measuring variations in the amount 
of a commodity or service demanded following price shifts, the 
change in quantity purchased with alterations in income is noted. 
If, as with woollen goods, the income elasticity of demand for a 
particular ware is elastic (above one or unity), a given increase 
in income evokes a relatively greater increase in its consump¬ 
tion; and alternatively, with a given fall in income, consumer 
expenditure declines in greater proportion. When the income 
elasticity of demand for a product is less than unity (i.e. in¬ 
elastic)' as with bread, changing income does not induce such a 
marked variation in the quantity demanded, for in this case, alter¬ 
ations in quantity consumed are not in ratio to income switches. 
As a result, when a particular commodity has an inelastic income 
demand, changes in income do not evoke such large fluctuations 
in demand as when the income elasticity is above unity. 

The income elasticity of supply measures changes in output in 
relation to variations in producers’ income. As producers income 
changes directly with the selling price of the commodity or sen ice 
sold, the concept is associated with the price elasticity of supply, 
but in this case the income effects are separated and noted. (For 
instance, as is apparent from Chapters 2 and 3, the price elastic^ 
of supply of rural products tends to be low because of the physical 
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restrictions on rapidly changing output in farming activities: and 
due to the usual economic organization of farming into family 
farms, the income elasticity is also low.) For goods produced 
within small units in competition (e.g. farms), an alteration in 
income in the form of changing prices may induce switches in 
production in the opposite direction. In this case, as production 
results from the direct effort of a working proprietor, leisure may 
be substituted for work with rising income. Alternatively, with 
falling income through lower prices, it becomes necessary to 
increase output in attempts to maintain total receipts. In enter¬ 
prise where expanding output does not directly affect the mar¬ 
ginal effort of the proprietor, the income elasticity of supply 
works in the other direction: that is to say, output expands and 
contracts directly with changing income as expressed via prices. 

Hence, in the latter case, the income elasticity of supply is greater 
than in the former. 


In statistical analysis the elasticities of demand and supply are 

precision. For instance, an elas¬ 
ticity of 1 (or unity) is taken as the neutral zone and any record- 
mg below 1 is is:clastic, and any figure above 1 is elastic. Although 

“ ,n ® lashc . °' 3 is more severely so, and zero elasticity is the 
limit of inelasticity (the quantity demanded or supplied is not 
responsive to changes in price or income). Any recording above 
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